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BerksHIrRE HiLLs Bancorre, INc.”

Berkshire Hills Bancorp, Inc., publicly traded on the American Stock Exchange (AMEX)
under the symbol “BHL,” is the holding company for Berkshire Bank, a Massachusetts
community financial institution. Established in 1846, Berkshire Bank is one of
Massachusetts’ oldest and largest independent banks and is the largest independent

banking institution based in western Massachusetts. Through its subsidiaries, Gold

Leaf Insurance Agency, Inc. and Gold Leaf Investment Services, Inc., Berkshire Bank
offers access to a full range of insurance and investment products, in addition to
operating 11 full-service banking offices. The Bank is committed to continue
operating as an independent bank, delivering
exceptional customer service and a broad array
of competitively priced retail and commercial

products to customers.
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ExecuTive OFFICERS

Michael P. Daly
President & Chief Executive Officer
“We have conducted an
unprecedented review
of various aspects of the
Company and the Bank.
With this difficult work
behind us, we will focus
our time and energy on
customer service initiatives and
increasing shareholder value.”

Robert A. Wells

Chairman

*Our redefined management
style will provide our organization
with renewed enthusiasm and
offers the vision and leadership
that will carry the Company and
the Bank to greater success.”

Lawrence A. Bossidy
Non-Executive Chairman
“With the actions we have taken,
we will emerge ready to deliver
improved results in 2003 and
be well positioned for sustained
and consistent growth and
performance in the years ahead.”
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SENIOR TEAM

Thomas W. Barney - Senior Vice President /Asset Management/ Trust

Charles A. Bercury - Senior Vice President, Retail Lending

Gerald A. Denmark - Senior Vice President & General Counsel

Gayle P.Fawcett - Senior Vice President, Retail Banking & Operations

Michael J. Ferry — Senior Vice President, Commercial Lending

Linda A. Johnston - Senior Vice President, Human Resources

Wayne F. Patenaude - Senior Vice President, Chief Financial Officer & Treasurer
Terry W.Smith - Vice President & Controller

BS0ARD OF DIRECTORS
Thomas O. Andrews ~ President & Chief Executive Officer of H. §. Andrews
Insurance Agency, Inc.

Lawrence A. Bossidy - Non-Executive Chairman of the Board of the Company
and Bank and the Retired Chairman & CEO of Honeywell International
and AlliedSignal

Michael P. Daly — President & Chief Executive Officer of the Company and the Bank
Thomas R. Dawson - Self-employed Certified Public Accountant

A. Allen Gray - Former Vice President & General Counsel of General Dynamics
Defense Systems, Inc.

John Kittredge - Retired Vice President of Crane and Company, Inc.
Peter ). Lafayette - President of Berkshire Housing Development Corporation

Edward G. McCormick ~ Managing Partner of the law firm of McCormick,
Murtagh, Marcus & Smith

Catherine B. Miller — Former Partner and i
Vice President of Wheeler & Taylor, Inc. ‘

Corydon L. Thurston - President &

Chief Executive Officer of Berkshire e
Broadcasting Co., Inc. /

Ann H. Trabulsi - Community volunteer '

serving on various not-for-profit boards ™. /
Robert A. Wells = Chairman of the Board S

of the Company and Bank




Berkshere Hills Bancorp, Inc.

REPORT TO SHAREHOLDERS

To our Shareholders:

The past year will be remembered as a time of change,
challenges, and increased opportunity for the Company.
Although we were disappointed with our performance
last year, we believe that we have taken the steps
necessary to ensure our long-term profitability and

build a more valuable franchise. More importantly,

these decisive steps have created a positive cohesiveness
among our directors, senior management, and employees
that will result in a clearer vision. That vision 1s essential
to move the corporation toward high-performance.

Our management reorganization, conducted in the last
quarter of 2002, was a significant step toward the fresh
perspective and enthusiasm that are essential to the daily business

of Berkshire Bank. That change has resulted in a leaner organization

with a realignment of work processes for greater efficiency, accelerating action, and combi
positions where possible. The result, as expected, was a company-wide resurgence marked
reduced costs and improved performance.

With a focus on strengthening the balance sheet, we recognized that sub-prime lending w
a highly specialized business that did not fit into our strategic plan; therefore, we exited th
sub-prime indirect automobile business with the sale of $69.7 million of these loans, repre
approximately 90 percent of that loan portfolio. While the rates on these loans made the |
a difficult choice, we believe it was the right decision for the long-term profitability and s
the Company. In a related decision, due in part to the national trend of oversupply of usec
the Bank has begun to liquidate its inventory of repossessed automobiles more aggressivel
selling direct at wholesale. Finally, while we had no immediate concerns, we felt that the 1
was over-concentrated in equities and began the process of restructuring the investment p
Excluding Federal Home Loan Bank and Savings Bank Life Insurance stock, equities noy
nine percent of the investment portfolio.

We believe that these actions will enhance long-term shareholder value by improving and
the Company’s performance, reducing volatility, and strengthening our asset-liability man
We believe that these strategic actions, a measured approach to quality growth, and attent
costs will accelerate our program to enhance long-term shareholder value. In our judgmen
good business sense to take these measures now so that we can concentrate our efforts ang

quickly to design our business strategies and execute our annual operating plans.

I am pleased to report that in May 2002, the Boston Globe honored Berkshir
Hills Bancorp, Inc., as one of the 100 top-performing Massachusetts-based j
companies. The Company ranked 47th on a composite score of annual grow
annual profit-margin growth, and return on equity, based on its performanc
the calendar year 2001. Although Berkshire Hills Bancorp, Inc., was on
companies selected from western Massachusetts, we were the only Ber
County company to appear in the ranking.
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I believe that I speak for all our shareholders and employees in thanking my predecessor,
James A. Cunningham, Jr., for his achievements and vision spearheading our stock conversion.

We wish him happiness in his retirement after his 29 years in banking. Our grateful appreciation

is also extended to seven individuals who retired during 2002 and one individual who will retire in
2003 from the Berkshire Hills Bancorp, Inc.’s Board of Directors. We extend our heartfelt gratitude
for many years of service to (in order of length of service): Anne Everest Wojtkowski (31 years),
Henry D. Granger (31 years), John Kittredge (30 years), William E. Williams (18 years),

Raymond B. Murray, III (16 years), Michael G. Miller (16 years), Robert S. Raser (10 years),

and Louis J. Oggiani (9 years).

In 2002, Lawrence A. Bossidy was elected as the non-executive chairman of the Board of
Directors of the Company and the Bank. He will act as valuable advisor and counsel to the
Company. Mr. Bossidy brings extensive experience, oversight, and management strength to our
Board. Mr. Bossidy, a native of Pittsfield, Massachusetts, is the retired Chairman of the Board
and Chief Executive Officer of Honeywell International, Inc. and AlliedSignal. He is one of
the world's most acclaimed business leaders with a track record for delivering results.

Our most significant competitive advantages are the talent, energy, and expertise of our employees
and our sincere commitment to the communities we serve. Nothing we do 1s more important

than having he right people in the right positions, doing the right things for the right reasons. We have
developed a highly motivated and capable management team with the vision, skills, and leadership,
in charge of every business unit. This leadership includes the hiring of a new chief financial officer
to serve the best interests of our constituencies. We are prepared to face new challenges, including
anticipated continuing margin compression as a result of the Federal Reserve Bank’s actions. We are
also ready to take advantage of any opportunity that matches the Company's business strategies and
goals. Our disciplined approach to business has never been more important than it is now in this
uncertain economic environment.

Our brand of community banking is on target. We have the privilege of wearing the mantle, “oldest
and largest independent community banking institution based in western Massachusetts”. This
privilege comes with a significant measure of corporate responsibility. Our brand of community
banking has served the people of Berkshire County for 156 years. Our size and longevity will also
help us enter new markets. The Company is committed to making our neighborhoods, cities,

and towns better places in which to live and work. The Company’s longevity and success can be
attributed to our close identification with the communities we serve and the quality of service

we provide to our customers. The Bank has earned the loyalty of its customers and a strong
shareholder group by responding to the economic and social needs of the area.

We are committed to emerging as a stronger company by delivering wealth-building results for

our shareholders, employees, and their families. I will spare no effort in creating a high performance
public company focused on shareholder value and a community bank with a great sense of
community pride.

Sincerely,

Michael P. Daly
President and Chief Executive Officer




Berkshsre [Hills Bancorp, Inc.

SELECTED FINANCIAL HIGHLIGHTS

(Dollars in thousands, except per share data) At or for the years ended December 31
2000 | 2000 | 2000 | 1999

Net interest income $40.700 $42.236 $37.550 $31.546
Provision for loan losses 6.180 7.175 3.170 3.030
Total noninterest income 13.418 10.548 4746 4.298
Total noninterest expense 45,807 32.349 32.184 25.196
Net income 1.769 8.911 4,582 5.623
Total assets $1.045.618 $1.030.701 | $1.011.340 $841,651
Loans, net 712714 791,920 783,405 665.554
Deposits 782360 742729 729.594 680,767
Federal Home Loan Bank advances 133,002 133.964 101.386 58.928
Total stockholders’ equity 120.240 139.323 161,322 88.352

Performance Ratios for the Yea: 2.
Return on average assets 7 0.17% 0.86% 0.49% 0.69%
Return ori average equity 1.30% 5.74% 3.72% 6.51%
Interest rate spread 3.64% 3.55% 3.40% 3.50%
Net interest margin 4.12% 4.35% 4.25% 4.13%
Efficiency ratio 77.27% 61.60% 76.86% 71.27%

Asset Quality Ratios
Nonperforming loans as a percent of total loans 0.52% 0.34% 0.36% 0.42%
Nonperforming assets as a percent of total assets 0.50% 0.26% 0.29% 0.36%
Nlﬁgjggféﬂ&agnlgjfs as a percent of 275.54% 408.36% 356.08% 300.39%
Allowance for loan losses as a percent of total loans 1.43% 1.37% 1.29% 1.27%

Per Share Data R
Diluted earnings per share $0.30 $1.35 N/A N/A
Book value per share $19.66 $21.68 $21.02 N/A
Market price at period end $23.55 $20.25 $15.75 N/A




Berkshire Bank

GuipinGg PRINCIPLES

The guiding principles of Berkshire SUPERIOR SERVICE IS THE SINGLE MOST

Bank are to create a sustainable,
profitable, relevant, and independent
financial services organization.

We strive to meet and exceed the

IMPORTANT BENEFIT WE OFFER OUR
CUSTOMERS -~ WHETHER THEY ARE IN
A BRANCH, THEIR PLACE OF BUSINESS;

expectations of our customers, provide BANKING ON THE TELEPHONE, OR ON

financial support and leadership
in our communities, and foster a
well-trained and motivated staff.

OUR GUIDING PRINCIPLES HAVE STOOD THE TEST
OF TIME FOR 156 YEARS.

While competitors have sacrificed customer service for
technological solutions, we have consistently balanced the
customers’ desire for quality service while addressing their
demands for technology and convenience. Our model

for community banking differentiates us from the large
inaccessible banks and the less sophisticated smaller, local
banks by concentrating on our customers’ expectations. This
differentiation has been our winning formula for over 156 years.

WHEN YOU HAVE THE RIGHT PEQOPLE IN THE RIGHT
POSITIONS, DOING THE RIGHT THINGS FOR THE
RIGHT REASONS...SUCCESS IS A NATURAL CUTCOME.

By operating with a flatter organizational chart, realigning
work processes, and combining positions where possible, we
have reduced costs and improved profits. Never before has this
disciplined approach to business been more important to our
bottom line than it is during the current uncertain economic
environment. We believe it is the key to help us make the
right decisions. The future success of the Company

THE INTERNET.

Our commitment to exceed the
expectations of our customers through
superior service is one of our core
values. We deliver on our “exceptional
customer service” promise by hiring
and retaining a strong team of
professionals who work independently
at every level of the Company. As

an independent, financial services
organization, we strive to meet and
exceed the expectations of our
customers, provide financial support
and leadership in our communities,
and foster a well-trained and
motivated staff.

IN TIMES OF PROSPERITY
OR PERIODS OF DECLINE,
WE HOLD FIRMLY TO OUR
GUIDING PRINCIPLES:

° SERVICE EXCELLENCE
° BUSINESS SENSE

o PRODUCTIVITY

° PROFITABILITY

depends on our ability to trim our expenses,
maximize our resources, and focus on
expanding profitable customer relationships.

AS AN INDEPENDENT FINANCIAL INSTITUTION — WITH A FIRM
COMMITMENT TO REMAINING INDEPENDENT — BERKSHIRE BaANK -/

PROVIDES AN ARRAY OF INNOVATIVE PRODUCTS AND SERVICES,

DELIVERED THROUGH SUPERIOR CUSTOMER SERVICE, TO INCREASE \ /,/

MARKET SHARE AND SHAREHOLDER VALUE.




Berkshire Bank

ReTarL LENDING SERVICES
Berkshire Bank continues to be a leading residential
lender in our market area. We offer product lines
that include fixed, adjustable, and jumbo mortgages,
construction-to-permanent mortgages, as well as
government-based FHA, VA loans, and a First Time
Home Buyer program for low- and moderate-income
families. We will exceed expectations in our mortgage
products by using a “common sense approach, hassle-free
application, low fixed rates and no fee approval”. This is the
basis of our Mortgage Powers™ promise. Mortgage Powers
takes advantage of our financial strength and resources

for consumers and includes a pre-approval promise that,
within one business day, applicants will have an answer
from us on their loan.

During 2002, extremely low market interest rates

helped facilitate the origination of over $105.3 million

or 576 residential real estate loans through our existing
delivery channel of mortgage originators and eleven
branch network. At December 31, 2002, $247 million, or
34 percent of the Bank’s total loans, consisted of one- to
four-family residences located in our primary market area.
Of these loans outstanding, approximately 47 percent were
fixed-rate mortgage loans and approximately 53 percent
were adjustable-rate loans. A consumer can be pre-approved
at the time of application when meeting with one of our
mortgage staff, and in the future, through our Web site.

In the equity loan area, our portfolio grew to $40.7 million
as our competitive rates and programs continue to attract
more customers. As with our real estate loans, we made
our application and approval process easier and more
convenient. At December 31, 2002, home equity lines

of credit totaled 5.6 percent of the Company’s total

loans and unadvanced amounts of home
equity lines totaled $41.3 million.

> Home equity loan customers

First time hor

In December 2002, the C
exited the sub-prime indi
auto loan business with t]
of $69.7 million of these
representing approximate|
of that loan portfolio. We
to stay active in the indir
business, as we have done
for the last 15 years.
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Commercial Lending Team

{Seated L to R) William C. Davis, Donna R. Halton,
Michael ). Ferry. (Standing L to R) Richard P Kelly.
Bruce }. Marzotto. Arthur M. Haselkorn.

Paul F Negrini. D. Matthew Emprimo

CoMMERCIAL BANKING
AND LENDING SERVICES
The commercial loan and real estate
portfolio grew by $23.7 million, an
increase of 7.9 percent for the period.
Total loan volume for 2002 totaled

$111 million, in line with our anticipated
goal for the period. Additionally, we
introduced the Centers for Business
Banking™ to our commercial clients,
further enhancing our brand of
one-to-one relationship banking.

This fresh approach will help support
our efforts to increase commercial loans
and product usage.

For business customers, we have
responded to their e-banking needs

by providing Internet banking, an
e-statement service, and a CD-ROM
Account Reconciliation for banking
transactions. Qur commercial Internet
banking platform is a fully functional,
transaction-based system that enables
customers to make in-bank account-to-
account funds transfers, originate ACH
transactions, place stop payments, initiate
wire transfers, and create custom reports
24 hours a day, seven days a week.
E-statements are delivered to a
maximum of three Internet addresses,
without the delay of the mail system.

WHEN IT COMES TO YOUR SUCCESS..
WE'RE ALL BUSINESS AT THE

BCcntcrs for<—y

TSINESS BENKING

The CD-ROM Account Reconciliation service enables
customers to simplify their account management by providing
a built-in research function and the option to consolidate
statements for a month, a quarter, or an entire year on one
convenient disk.

A new Direct Access checking account option, tailored to the
specific needs of businesses located outside our primary market
area, was introduced at the end of 2002. The account provides
the Bank with significant fee income while offering customers
the flexibility to deposit mostly cash and/or checks and then
transfer funds for disbursement.

In addition to offering a range of commercial deposit
products, we offer a wide variety of corporate services.

The Bank offers sweep accounts, money market accounts
for businesses, IOLTA interest checking, and master escrow
accounts. The Bank has increased its commercial deposits
through the offering of these products, particularly to its
commercial borrowers and to the municipalities that
participate in our Government Banking program.

In 1998, Berkshire Bank began offering full-service
Government Banking for cities, towns, and districts in western
Massachusetts and southern Vermont. The Company offers
municipalities all aspects of financial advisory services for the
sale of notes and bonds. We also actively work with bond
counsel, rating agencies, consulting agencies, and bond buyers.
While working with 60 municipal entities, 2002 financial
advisory fee income increased to $180,000, a 53.8 percent
increase over 2001.

We recognize that a key component of the Company’s future
1s enhancing and building upon those areas where we have
demonstrated success. One key area is our strong commercial
lending operation. To generate additional loan volume in 2003,
we will utilize our expertise to expand outside of

our primary lending area to new markets.




ConsumER BaNkKING
With more than a 25 percent deposit share in Berkshire

County, Berkshire Bank continues to be the dominant
financial institution in our market area. We are the largest
independent financial institution in western Massachusetts,
serving more than 49,000 retail households through our

11 full-service banking offices, 16 ATMs, telephone
banking, and Internet Banking. We are also a member
of the SUM™ ATM program, which allows us to
offer our customers the use of AT machines,
throughout a large geographic area, free of

ATM surcharges.

SETTING THE STANDARD FOR CONVENIENCE
AND CUSTOMER SERVICE IN BERKSHIRE CoUNTY,
REGARDLESS OF THE DELIVERY CHANNEL.

For electronic access to accounts, we offer an

automated voice response system and online Internet
banking. We have empowered our consumers with the latest
technology-based banking solutions available. E-banking
solutions offer customers powerful money management
reporting with a direct link to features such as viewing and
receiving statements online, paying bills, consolidating
statements on CD-ROMs, and researching checks.

BUILDING ONE-ON-ONE CUSTOMER RELATIONSHIPS
IS OUR BUSINESS,.

For both our new and established customers, our goal is
to expand the profitability of the relationship, with careful
attention to customer service. Our retail core checking
account base has increased to approximately 51.4 percent
household penetration (excluding indirect auto loan
customers). Since the introduction of our MasterMoney®
debit card, we have experienced growth of cardholder

usage, which validates our customers’ acceptance of

this new, check-free, convenient alternative which
generates intercharge fee income to the Company.

The Bank’s training investment

has paid excellent dividends. Each
employee has a renewed sense of
responsibility and accountability. The
program ensures that our customers’
banking needs and expectations are
met. This training has also positioned
our employees to offer consumers

a wide variety of traditional and
alternative financial solutijons that
will deepen and broaden ‘proﬁtable
relationships over time. As our people
listen to customers, we will grow and
improve. Customer appreciation is
one of the cornerstones of our success.

We completed interior reLovations to
our West Stockbridge branch, providing
added convenience, comfort, privacy,
and security in an effort to improve the
delivery of services to our customers.
Renovations included the addition

of safe deposit boxes, relocating the
ATM to a more visible area, building

a private customer service area, lobby
refurbishing, and new vault storage.
Berkshire Bank has created a branch
network where people in our
community can conveniently bank
with people they know and trust.

Old Town Hall customer




Ourstanpine CRA RaTing

Berkshire Bank is committed to meeting the financial needs

of all our constituents, including individuals and businesses in
low- and moderate-income areas. By providing a broad range of
economically sound products and services, we meet the banking
needs of a diverse customer base throughout all of our markets.
These efforts have led to an “outstanding” Community
Reinvestment Act (CRA) rating by both the Federal Deposit
Insurance Corporation (FDIC) and the Massachusetts Division

INSURANCE
Since 1908, GoLD LEAF
Berkshire Bank INSURANCE SOLUTIONS

has been an issuer of Savings Bank Life
Insurance. We have taken advantage of
expanded insurance opportunities, through
the establishment of our subsidiary, Gold
Leaf Insurance Agency, Inc., to provide a
broad range of insurance products. Our

of Banks. We feel strongly that our role as a community bank
is to reinvest in our communities. The Company continues

offerings include auto, home, business,
and life insurance to meet the needs of

to display a strong responsiveness to community credit needs. our customers.

Our small business lending, flexible consumer loan programs,

and the willingness of our officers and directors to lend their
BERKSHIRE BANK HAS MAINTAINED

AN “oUTsTANDING” CRA RATING
FrRoM THE FDIC AND THE
MassacuHUsETTSs DI1vISION
oF BANKS, REFLECTING

CUR ONGOING COMMITMENT
TO THOSE IN ALL THE

technical expertise to address economic and affordable housing
development 1ssues are the foundation of our
consistent “outstanding” rating.

Asset Management/Trust Group
{Clockwise L to R) Thomas W, Barney,
Elizabeth M. Gore. John ). Kelly L. Alexandra Dest

AssET MANAGEMENT/
Trust GroOUP

Founded over 15 years ago to provide a local, client-driven
investment management and trust capability, the Company’s
Asset Management/Trust Group ended the year with assets
under management of $244.1 million. Fee income totaled
$1.8 million for 2002, approximately the same as last year,
despite a difficult equity market.

The clientele of this group includes individuals, families, and
organizations in Berkshire County and beyond. This group

provides a full complement of wealth management services that -

are compatible with money center private banks. Strategies are
developed with the client and orchestrated by the professional
staff, which includes seasoned accredited Certified Financial
Planners (CFP™) and objective in-house managers. Direct
management of individual securities is at the core of our
investment management process rather than outsourcing
investment decisions to other managers. The Private Banking
services of Berkshire Bank are available to large depositors,
business owners, and investment management clients.

These varied services are offered from single-source
relationship managers and include advice and planning

in the areas of lending, estate planning, retirement, business
services, and investments.

INVESTMENT SERVICES
In 2001, our subsidiary,
Gold Leaf Investment
Services, Inc., was

GoLD LEAFR

. SorLuTIiONS

formed by an alliance with
UVEST Investment Services, member
NASDY/SIPC; a broker/dealer. Gold

Leaf Investment Services, Inc. offers our
customers a complete range of alternative
investment products available at any

office of Berkshire Bank, including
financial planning, professional money
management, stocks, bonds, annuities,

and mutual funds. In 2002, this business
line generated gross commissions of
$107,312, a 91 percent increase

over 2001. During 2002,

Gold Leaf Investment

Services managed new

relationship assets of

$3.2 million and, in .
addition, assets of e
$4.2 million were -

transferred from k

other institutions.

COMMUNITIES IT SERVES.

[NVESTMENT



Berkshire Bank

Our PeoPLE
Berkshire Bank has earned a reputation for providing
outstanding personal service for our customers. We maintain
a leadership role within the communities we [serve and are
viewed as a place where people want to work. We care

about our customers, communities, and employees, and

this investment in people contributes to our success.

2002
Exceptional Performer
Heather Bartini

was recognized for
consistently performing
at a high level of quality
customer service and for
her ongoing willingness to
be a team player.

Berkshire Bank’s most significant competitive advantage is
the talent, energy, and expertise of our employees. We focus
our efforts on attracting, retaining, and rewarding the most
productive staff. One of our Company’s highest priorities

is to provide an environment in which the aspirations of
excellent people can be satisfied. The Bank constantly

secks to apply the latest technology in support of good,
hardworking, well-trained, employees. With rhe righs

people in the right positions for the right reasons, we can
achieve our most important goal — to increase value for

our shareholders, employees, and community.

ONE oF oUR COMPANY’S HIGHEST PRIORITIES IS TO
PROVIDE AN ENVIRONMENT IN WHICH THE ASPIRATIONS
OF EXCELLENT PEOPLE CAN BE SATISFIED

CUSTOMER AND

RELATIONSHIP We dedicate ourselves each day to being a financial
ProriTABILITY institution built on solid operations and good people.
ENHANCEMENT We know that customers are the reason we do business,

In 2002, we began to utilize
a new, sophisticated software
database system, Virtual
Strategies, to analyze activity
at the transaction and
account level to identify
profitable relationships.

This system will help us
re-evaluate product design,
pricing, and packaging

to retain and develop
high-value customers.

so we strive to offer them a level of service th
get anywhere else. Our commitment to perso
differentiates us from our competition. We se|

ey cannot
nal service
rve as a

“Financial Partner...for Life” for our customers, helping

them find the best solutions for their financial needs and

providing them with the best service experience possible.

In order to maintain this high level of service
we introduced the Superior Service from the In
program in 2002. In the future, this program
our staff with service standards that are clearl
measured, and will acknowledge outstanding

quality,

side Out

will provide
y defined and

performance

annually with the Exceptional Performance Awards and the

Employee of the Year designation.

Our goal is to continue to hire and retain the
brightest employees, attract and retain loyal ¢
and support the people and organizations tha
the quality of life in our market area. Because

best and
Istomers,
t improve
of this effort,

Berkshire Bank will continue to be a place where employees

want to work and customers want to bank.




A LEADERSHIP INVESTMENT
IN THE COMMUNITY

With a 156-year-old legacy of commitment and service,
Berkshire Bank made a leadership investment in the
community when it created the Greater Berkshire
Foundation, Inc. and the Berkshire Hills Foundation.
Taken together, these two foundations have assets of
$7.1 million as of December 31, 2002, which, on a
combined basis, make it one of western Massachusetts’
largest independent corporate foundations.

Total donations to community-based organizations
exceeded $755,000 in 2002 and reflected the values of
the Company by supporting education, human services,
and the arts.

This leadership investment in the community includes
tunding for The Berkshire Humane Society to build a new
animal shelter facility and for The Community Access to
the Arts to bring visual and performing arts to residents
in therapeutic settings. The foundations’ giving strategy
emphasizes programs that improve the quality of life in
our communities and make the most productive use of
our funding.

Taking a leadership role in the community 1s more
than making donations. Our officers and employees
contribute their time and energy by volunteering
extensively with local community organizations. This
effort provides a link to the corporate culture and
business goals of Berkshire Bank. It also enhances School program

. . coordinator in classroom
our reputation for service and promotes trust and

goodwill within the community.

Student saver
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Mapr oF Bankine AND ATM LocaTioNs

North Adams, MA 01247

24 North Streer™
P
2R Picesfield, MA 01201

43 East Street
~ Old Town Hall Office
Piwsfield, MA 01201

—-  Allendale Shopping Center”
\ "~ 39 Cheshire Road

Pictsfield, MA 81201

=52
66 West Street”
Pitesfield, MA Q1201
Picsfield, MA G120t
Guido's Fresh Markezplace* (ATM Onty)

\I\ 37 Main Street” /
— Berkshire County

<32

Massachusetts

.b.

165 Elm Street”
Pittsfield, MA 01201
<&
Berkshire Communicy College* (ATM Only)
™~ 1350 West Street

38 % 1020 South Street
Pittsfield, MA 01201
& > Berkshire Eagle Building” (ATM Only)

\\ 75 South Church Street
Pittsfield, MA OI201

5> langlewood” (ATM Cnly)
™~ 297 West Street
Lenox, MA 01240

<731 2, 2 Depot Street"
West Stockbridge, MA 01266

122 32 Main Street®
Stockbridge, MA 01262

i Park Street”
Lee, MA 01238

244 Main Street”
Great Barrington, MA 01230

Guido's Fresh Marketplace” (ATM Only)
760 Main Street
Great Barrington, MA 01230

255 Stockbridge Road”
Great Barrington, MA 01230

103 North Main Street”
Sheffield, MA 0{257

West -~
Stockbridge

B,
~J

MR
5
4@
T2

* ATM Locations

Pittsfield

Berkshi

re County

North Ad4




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

X} ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended December 31, 2002

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission File Number: 1-15781

BERKSHIRE HILLS BANCORP, INC.

{Exact name of registrant as specified in its charter)

Delaware 04-3510455
(State or other jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization) ‘
24 North Street, Pittsfield, Massachusetts 91201
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (413) 443-5601
Securities registered pursuant to Section 12(b) of the Act:

Title of each class: Name of each exchange on which registered:
Cemmon Stock, par value $0.01 per share American Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [ X] No[ ]
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-X is not contained herein, and will
not be contained, to the best of the registrant’s knowledge, in definitive proxy or information statements incorporated by reference
in Part III of the Form 10-K or any amendment to this Form 10-K. [ X ]
Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act).

Yes [X] No[ ]

The market value of the voting and non-voting common equity held by non-affiliates was $147.2 million, which was computed by
reference to the price at which the common equity was last sold as of the last business day of the registrant’s most recently

completed second fiscal quarter. Solely for purposes of this calculation, the shares held by directors and officers of the registrant
are deemed to be held by affiliates.

As of February 25, 2003, the registrant had 6,014,862 shares of common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of Proxy Statement for the Annual Meeting of Stockholders. (Part I1I)

-13-



INDEX

PART Lueesorersarcrrssassessnssserssrosacssessrsssssessessssssnssrsssasassasassasssssensassassntossnsnsosssssssstssssssssasssessonssessessansstessstssssssstsssnasdoasensstossonsansasian 15
ITEM 1. BUSIINESS ..ottt sttt st e bt eb et se s b s hs s has sh e at s b e s s s bt eaeer e e A aeRm et TS E et e st ni b e anenbearaansness 5
ITEM 1A. EXECUTIVE OFFICERS OF THE REGISTRANT .....c.coiiiiiniciiiciciinncine et 44
ITEM 2. PROPERTIES......o o etiiirtenieienietetestesertentbesse s nem s enesses e seem e bensanas shssaobesssbassshssssnsansssessssessessssedienesissesnssssnnans 45
ITEM 3. LEGAL PROCEEDINGS. ...ttt ettt st sassss e s en s s s b et ess s s msaans 46
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS ..o, 46

PART II 46
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS ......... 46
ITEM 6. SELECTED FINANCIAL DATA ..ottt ittt sasss ettt tens e eadone st s s 47
ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS CF

OPERATIONS ..ottt et ettt setob s st st e an s s bk se st st e et coee se e emeeedeeemteeemesberesstens 49
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK ....cooovieereennninneeennns 58
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA ....cooocciimininininiiniiicneninceseresessereesseesesesseenes 60
ITEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL

DISCLOSURE......cctmiiirietierrenretiiite e reereessesaee st seesesesreressessssaentaresesatsbenesecmnenesessessesees fanesuesessnssensanes 109

PART III 109
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT ...ccovcivineieicneicnneereee e 109
ITEM 11. EXECUTIVE COMPENSATION.......cciiiiiiiiiictiieninccinicsiiie s essscsasiesesesessreesesssesesaessnaeseness esesnssessesassasns 109
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDER MATTERS ...ttt et s tesesse st seneseser s esesesnessesesnssbeshssessasssnssesssens 109
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS .....cooiiirircicrcirieiieieersbererese e sanenene 109

PART IV 110
ITEM 14. CONTROLS AND PROCEDURES.......ooiettitirirereantiretresesesessesesessesassestesesesaasatasessssssesessesssesashssssessesesnssessns 110
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K. ......lcvevrerererennns 110

-14-




ITEM 1. BUSINESS

General

Berkshire Hills Bancorp, Inc. (the “Company” or “Berkshire Hills”), a Delaware corporaticn, was organized in January
2000 for the purpose of becoming the holding company for Berkshire Bank (the “Bank”) upon the conversion of the Bank’s
former parent holding company, Berkshire Bancorp, from the mutual to stock form of organization on June 27, 2000. The
Company owns all of the outstanding shares of the Bank. The Company has no significant liabilities. Management of the
Company and the Bank are substantiaily similar and the Company neither owns nor leases any property, but instead uses the
premises, equipment and furniture of the Bank. Accordingly, the information set forth in this report, including the consolidated
financial statements and related financial data, relates primarily to the Bank.

The Bank is regulated by the Massachuseits Division of Banks and the Federal Deposit Insurance Corporation (the
“FDIC”). The Bank’s deposits are insured to the maximum allowable amount by the Bank Insurance Fund (the “BIF”) of the
FDIC and the Depositors Insurance Fund (the “DIF”). Berkshire Bank has been a member of the Federal Home Loan Bank
system since 1973.

Berkshire Bank is a community bank that accepts retail deposits from the general public in the areas surrounding its 11
full service banking offices and uses those funds, together with funds generated from operations and borrowings, to originate
residential mortgage loans, commercial business and real estate loans and consumer loans, primarily indirect automobile loans.
Berkshire Bank primarily holds the loans that it originates for investment, but occasionally sells some of its loans, including
automobile and fixed-rate mortgage loans, in the secondary market. Berkshire Bank also invests in U.S. Government and Agency
securities, mortgage- and asset-backed securities, including real estate mortgage investment conduits and collateralized mortgage
obligations, debt and equity securities and other permissible investments. Berkshire Bank’s revenues are derived principally from
the generation of interest and fees on loans originated and, to a lesser extent, interest and dividends on its investment securities.
Berkshire Bank’s primary sources of funds are deposits, principal and interest payments on loans and securities and advances
from the Federal Home Loan Bank of Boston.

Market Area

Berkshire Bank is headquartered in Pittsfield, Massachuseits, in Berkshire County. Berkshire Bank’s primary deposit
gathering and lending areas are concentrated in the communities surrounding its 11 full service banking offices located in
Berkshire County. However, Berkshire Bank also makes loans throughout western Massachusetts, northern Connecticut, eastern
New York and southem Vermont.

Berkshire County, the western-most county in Massachusetts, is approximately two and one-half hours from both Boston
and New York City. Berkshire County borders Vermont, Connecticut and New York. Berkshire County has experienced a shift
in its economy as manufacturing jobs have been replaced with service related jobs, primarily in tourism, social service and health
care. Other than Berkshire Bank, the major employers in the area include Berkshire Life Insurance Company of America, Crane
& Company, GE Plastics, Kay Bee Toys, Berkshire Health Systems, General Dynamics Defense Systems, Mead Corporation and
several institutions of higher education.

Competition

The Bank faces intense competition for the attraction of deposits and origination of loans in its primary market area.
Berkshire Bank’s most direct competition for deposits comes from one large credit union in the area, which has a competitive
advantage as credit unions do not have to pay state or federal taxes. Additionally, Berkshire Bank faces competition for deposits
from several commercial and savings banks operating in its primary market area and, to a lesser extent, from other financial
institutions, such as brokerage firms, insurance companies and the mutual fund industry as customers seek alternative sources of
investment for their funds. Berkshire Bank also faces significant competition for investors’ funds due to their direct purchase of
short-term money market securities and other corporate and government securities. Berkshire Bank faces competition for loans
from the significant number of traditional financial institutions, primarily savings banks and commercial banks in its market area,
as well as the mortgage companies and mortgage brokers operating in its primary market area. The increase of Intemnet accessible
financial institutions which solicit deposits and originate loans on a nationwide basis alsc increases competition for Berkshire
Bank’s customers. Additionally, competition has increased as a result of regulatory actions and legislative changes, most notably
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the enactment of the Gramm-Leach-Bliley Act of 1999. These changes have eased restrictions on interstate banking and the
entrance into the financial services market by non-depository and non-traditional financial services providers, including insurance
companies, securities brokerage and underwriting firms and specialty financial services companies (such as Intemet-based
providers).

Lending Activities

Genergl. The types of loans that Berkshire Bank may originate are limited by federal and state laws and regulations.
Interest rates charged by Berkshire Bank on loans are affected principaily by Berkshire Bank’s current asset/liability strategy, the
demand for such loans, the supply of money available for lending purpcses and the rates offered by competitors, These factors, in
turn, are affected by general and economic conditions, monetary policies of the federal government, including the Federal
Reserve Board, legislative tax policies and governmental budgetary matters.

Loan Porifslio Analysis. The following table sets forth the composition of Berkshire Bank’s loan portfolio in dollar
amounts and as a percentage of the portfolic at the dates indicated.

At December 31,
2602 2001 2000 1699 1998
Percent Percent Percent Percent Percent
of of of of of
Amspurt Total Amount Total Amount Total Anount Total Amount Total
(Dollars in thousands)
Rez] estate loans:
One- to four-family $ 246,938 34.16% $ 240852 2999% $ 249,440 3144% $ 245240 36.3%% |§ 220,612 36.36%
Corrmercial 119,198 16.48 84,741 10.55 63,81 8.05 46,419 6.89 51,598 3.50
Mutti-farmily 14,920 2.06 13,183 1.65 15,699 198 14,793 220 15,393 254
Construction and land
development 17,627 2.44 22,936 2.86 14,250 1.80 12,534 1.86 12,821 211
Total real estate loans 398,683 55.14 361,712 45.05 343,300 4327 318,986 47.34 300,424 49.51
Cossumner logns:
Home equity lines of credit 4,713 5.63 34,439 429 34471 434 33,168 492 31,628 s21
Autonbile 105,047 14.53 215,964 26.90 230,648 29.08 164,862 2446 134,616 22.19
Cther 13,291 1.84 20,640 2.56 18,014 227 10,766 1.59 5,933 0.98
Total consumer loans 159,051 22.00 271,043 3375 283,133 35.69 208,736 3097 172,177 28.38
Conunerda loans 165,447 22.86 170,230 21.20 166,956 21.04 146,196 21.69 134,115 22.11
Total fcans 723,181 160.00% 802,985 100.00% 793,389 100.00% 673,918 100.00% 606,716 100.060%
Net deferred loan origination
costs 41 12 232 170 44
Unamortized discount on
purchased loans (200) (203) - - .
Allowance for loan losses (10,308) (11,034) 10216) (8,53) 7,589)
Total loans, net S 712,714 $ 791,920 $ 783,405 $ 665554 :$ 599,171
Rezl Estate Lending

One- to Four-Family Real Estate Loans. One of Berkshire Bank’s primary lending activities is to originate loans
secured by one- to four-family residences located in its primary market area. At December 31, 2002, $246.9 million, or 34.2%, of
Berkshire Bank’s total loans consisted of one- to four-family morigage loans. Of the one- to four-family loans gutstanding at that
date, 47.3% were fixed-rate mortgage loans and 52.7% were adjustable-rate ioans.

Berkshire Bank originates fixed-rate fully amortizing loans with maturities of 15, 20 and 30 years. Management
establishes the loan interest rates based on market conditions. Berkshire Bank offers mortgage loans that conform to Fannie Mae
and Freddie Mac guidelines. In addition, Berkshire Bank offers a jumbo loan product, which presently are loans in amounts cver
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$400,000. Berkshire Bank generally originates loans for its own portfolio, but occasionally sells some fixed-rate one- to four-
family loans in the secondary market. The determination of whether to sell loans is reviewed periodically by management in
response to changes in prevailing market interest rates and liquidity needs.

Berkshire Bank also currently offers adjustable-rate mortgage loans, with an interest rate based on the one year, three
year or five year Constant Maturity Treasury index, which adjust every one, three or five years from the outset of the loan, with
terms of up to 30 years. Interest rate adjustments on such loans range from 2% to 5% during any adjustment period and are
limited to no more than 6% over the life of the loan.

Adjustable-rate mortgage loans help reduce Berkshire Bank’s exposure to changes in interest rates. There are, however,
unquantifiable credit risks resulting from the potential of increased costs due to changed rates to be paid by borrowers. During
periods of rising interest rates the risk of default on adjustable-rate mortgage loans increases as a result of repricing and the
increased payments required to be made by borrowers. In addition, although adjustable-rate mortgage loans allow Berkshire Bank
to increase the sensitivity of its asset base to changes in interest rates, the extent of this interest sensitivity is limited by the
periodic and lifetime interest rate adjustment limits. Because of these considerations, Berkshire Bank has no assurance that yields
on adjustable-rate mortgage loans will be sufficient to offset increases in Berkshire Bank’s cost of funds during periods of rising
interest rates. These risks have not had a material adverse effect on Berkshire Bank to date.

Berkshire Bank underwrites one- to four-family residential mortgage loans with loan-to-value ratios of up to 100% ona
one- to two-family primary residence, up to 90% on a three- to four-family primary residence or 2 vacation home, and up to 75%
on a condominium. A borrower is required to obtain private mortgage insurance on loans that exceed 80%, or 75% in the case of
a condominium, of the appraised value or sales price, whichever is less, of the secured property. Berkshire Bank also generally
requires fire, casualty, title, hazard insurance and, if appropriate, flood insurance to be maintained on all properties securing real
estate loans made by Berkshire Bank. An independent licensed appraiser generally appraises all properties.

To provide financing for low- and moderate-income families, Berkshire Bank offers Federal Housing Authority,
Veterans Administration and Massachusetts Housing Finance Agency residential mortgage loans to qualified individuals with
adjustable- and fixed-rates of interest and terms of up to 30 years. Such loans may be secured by one- to four-family residential
property and are underwritten using modified underwriting guidelines. Berkshire Bank also participates in the Good Samaritan
Home Ownership Program, which is a non-profit venture established to advise and assist low- and middle-income families in the
purchase of their first home in Berkshire County. Qualified individuals can obtain a 30-year fixed-rate mortgage loan on a one- to
four-family, owner occupied property.

Construction end Land Development Loans. AtDecember 31, 2002, construction and land development loans totaled
$17.6 million, or 2.4% of Berkshire Bank’s total loan portfolio, of which $6.6 million were residential construction and land
development loans and $11.0 million were commercial construction and land development loans. At December 31, 2002, the
unadvanced portion of construction and land development loans totaled $19.2 million.

Berkshire Bank originates construction and land development loans to individuals for the construction and acquisition of
personal residences. Berkshire Bank’s residential construction and land development loans generally provide for the payment of
interest only during the construction phase, which is usually twelve months. At the end of the construction phase, the loan
converts to 2 permanent mortgage loan. Loans can be made with a maximum loan to value ratio of 85%, provided that the
borrower obtains private mortgage insurance on the loan if the loan balance exceeds 80% of the appraised value or sales price,
whichever is less, of the secured property. At December 31, 2002, the largest outstanding residential construction and land
development loan commitment was for $1.4 million. Construction and land development loans to individuals are generaily made
on the same terms as Berkshire Bank’s one- to four-family mortgage loans.

Before making a commitment to fund a residential construction and land development loan, Berkshire Bank requires an
appraisal of the property and planned improvements by an independent licensed appraiser. Berkshire Bank also reviews and
inspects each property before disbursement of funds during the term of the construction and land development loan. Loan
proceeds are disbursed after inspection based on the percentage of completion method.

Berkshire Bank also makes construction and land development loans for commercial development projects, including
multi-family commercial properties, single-family subdivisions and condominiums. These loans generally have an interest only
phase during construction then convert to permanent financing. Disbursement of funds is at the sole discretion of Berkshire Bank
and is based on the progress of construction. The maximum loan to value ratio for these loans depends upon the type of
commercial development project being undertaken, but generally will not exceed 80%. At December 31, 2002, the largest
commercial construction and land development commitment was $4.3 million, of which $4.1 million was outstanding, for the

renovation and upgrade of a 230-acre property in Stockbridge, Massachusetts. This loan was performing according to its terms at
December 31, 2002.
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Berkshire Bank also originates land loans to local contractors and developers for the purpose of making improvements
thereon, or for the purpose of holding or developing the land for sale. Such loans are secured by a lien on the property, have loan
to value ratios that are limited to 70% of the value of the land used for residential development and 65% of the value of the land
used for commercial development (based on the lower of the acquisition price or the appraised value of the land). Land loansare .
offered with a term of three years in which only interest is required te be paid each month. A balloon payment for the principal
plus any accrued interest is due at the end of the three year period. Berkshire Bank’s land loans are generally secured by property
in its primary market area. Berkshire Bank generally requires title insurance and, if applicable, either a hazardous waste survey or
environmental insurance coverage.

Construction and land development financing is generally considered to involve a higher degree of credit risk than long-
term financing on improved, owner-occupied real estate. Risk of loss on a construction loan is dependent largely upon the
accuracy of the initial estimate of the property’s value at completion of construction compared to the estimated cost (including
interest) of construction and other assumptions. If the estimate of construction cost proves to be inaccurate, Berkshire Bank may
be required to advance funds beyond the amount originally committed to protect the value of the property. Additionally, if the
estimate of value proves to be inaccurate, Berkshire Bank may be confronted with a project, when completed, having a value
which is insufficient to assure full repayment.

Multi-Family and Commercial Real Estate Loans. Berkshire Bank originates multi-family and commercial real estate
loans that are generally secured by five or more unit apartment buildings and properties used for business purposes such as small
office buildings, industrial, healthcare, lodging or retail facilities primarily located in Berkshire Bank’s primary market area.
Berkshire Bank’s multi-family and commercial reai estate loans may be made in amounts of up to 80% of the appraised value of
the property or the selling price, whichever is less. Loans secured by single-family subdivisions and condominium projects may
be made in amounts of up to 75% and 70%, respectively, of the appraised value of the property or selling price, whichever is less.
Berkshire Bank’s multi-family and commercial real estate loans may be made with terms of up to 20 years and substantially all of
which are originated with interest rates that adjust periodically and are generally indexed to Berkshire Bank’s base rate. In
reaching its decision on whether to make a mulii-family or commercial real estate loan, Berkshire Bank [considers the net
operating income of the property, the borrower’s expertise, credit history and profitability and the value of the underlying
property. In addition, with respect to commercial real estate rental properties, Berkshire Bank will also consider the term of the
lease and the quality of the tenants. Berkshire Bank has generally required that the properties securing these regl estate loans have
debt service coverage ratios (the ratio of earnings before debt service to debt service) of at least 1.25x. Environmental surveys or
environmental insurance coverage are generally required for commercial real estate loans. Additionally, in larger real estate
projects, it is recommended that a feasibility study be obtained. A feasibility study is particularly important with respect to multi-
family housing projects, hotel/motel construction and health care facilities. Generally, multi-family and commercial real estate
loans made to corporations, partmerships and other business entities require personal guarantees by the principals. The largest
multi-family or commercial real estate loan relationship in Berkshire Bank’s portfolio at December 31, 2002 consisted of three

loans to related health care facilities in Massachusetts totaling $7.8 million. All loans were performing according to their terms at
December 31, 2002.

Loans secured by multi-family and commercial real estate properties generally involve larger principal amounts and a
greater degree of risk than one- to four-family residential mortgage loans. Because payments on loans secured by multi-family
and commercial real estate properties are often dependent on the successful operation or management of the properties, repayment
of such loans may be affected by adverse conditions in the real estate market or the economy. Berkshire Bank seeks to minimize
these risks through strict adherence to its underwriting standards.

Consumer Lending

Automobile Lending. At December 31,2002, automobile loans totaled $105.0 million, or 14.5% of|Berkshire Bank’s
total loans and 66.0% of consumer loans. The Bank offers fixed-rate automobile loans on a direct and indirect basis with terms of
up to 72 months for new and recent model used cars and up to 66 months for older model used cars. Berkshire Bank generally
will make such loans up to 100% of the retail value shown in the NADA Used Car Guide. The interest rates offered differ
depending on the age of the automobile and current interest rates offered by competitors.

Berkshire Bank began offering indirect automobile loans through automobile dealers over ten years ago. Currently,
Berkshire Bank maintains contractual relationships with over 80 new and used car dealers throughout western Massachusetts,
northern Connecticut, eastern New York and southern Vermont. Included among these automobile loans has been the origination
of lower credit quality or sub-prime automobile loans. However, due to increased delinquencies on these loans in recent years,
due in part to the decline in the local, regional and national economies, in 2001 management determined to decrease its emphasis
on lower quality or sub-prime automobile loans and attempt to reduce the overal!l size of the automobile loan portfolic. This
process was accelerated through the sale of $69.7 million of indirect sub-prime automobile loans in 2002. AtDecember 31, 2002,
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$18.4 million of lower quality or sub-prime automobile loans, representing 17.5% of automobile loans, or 2.5% of total loans,
remained.

Heme Equity Lines of Credit and Other Consumer Loans. Berkshire Bank offers home equity lines of credit secured
by owner-occupied one- to four-family residences. At December 31, 2002, home equity lines of credit totaled $40.7 million, or
5.6% of Berkshire Bank’s total loans and 25.6% of consumer loans. Additionally, at December 31, 2002, the unadvanced
amounts of home equity lines of credit totaled $41.3 million. The underwriting standards employed by Berkshire Bank for home
equity lines of credit include a determination of the applicant’s credit history, an assessment of the applicant’s ability to meet
existing obligations and payments on the proposed loan and the value of the collateral securing the loan. Home equity loans will
not be made if the borrower’s first mortgage payment, monthly real estate payment and amortized equity line payment exceed
25% of the borrower’s gross monthly income. Additionally, the borrower’s monthly debt service cannot exceed 35% of the
borrower’s gross monthly income. Home equity lines of credit have adjustable rates of interest which are indexed to the prime
rate as reported in The Wall Street Journal. Generally, the maximum combined loan-to-value ratio on home equity lines of credit
is 80% for loans up to $200,000 and 60% for loans greater than $200,000. A home equity line of credit may be drawn down by
the borrower for an initial period of five years from the date of the loan agreement. During this period, the borrower has the
option of paying, on a monthly basis, either principal and interest or only the interest. If not renewed, the borrower has to pay

back the amount outstanding under the line of credit over a term not to exceed ten years, beginning at the end of the five year
period.

Other consumer loans at December 31, 2002 amounted to $13.3 million, or 1.8% of Berkshire Bank’s total loans and
8.4% of consumer loans. These loans include education, collateral, personal and unsecured loans, and second mortgage loans
other than home equity lines of credit. Collateral loans are generally secured by a passbook account, a certificate of deposit or
marketable securities. Unsecured loans generally have a maximum borrowing limitation of $10,000 and a maximuin term of five
years. Second mortgages are offered on owner-occupied primary or secondary residences and are adjustable-rate, either adjusting
annually or with a five-year initial fixed period adjusting annually thereafter, with terms up to 30 years.

Loans secured by rapidly depreciable assets such as automobiles or that are unsecured entail greater risks than one- to
four-family mortgage loans. In such cases, repossessed collateral for a defaulted Ioan may not provide an adequate source of
repayment of the outstanding loan balance, since there is a greater likelihood of damage, loss or depreciation of the underlying
collateral. The remaining deficiency often does not warrant further substantial collection efforts against the borrower beyond
obtaining a deficiency judgment. Further, collections on these loans are dependent on the borrower’s continuing financial
stability and, therefore, are more likely to be adversely affected by job loss, divorce, illness or personal bankruptcy. Finally, the

application of vanous federal and state laws, including federal and state bankruptcy and insolvency laws, may limit the amount
which can be recovered on such loans if a borrower defaults.

Commeercial Lending

Commercial Loans. AtDecember 31,2002, Berkshire Bank had $165.4 million in commercial loans which amounted to
22.9% of total loans. In addition, at such date, Berkshire Bank had $47.9 million of unadvanced commercial lines of credit.
Berkshire Bank makes commercial business loans primarily in its market area to a variety of professionals, sole proprietorships
and small businesses. Berkshire Bank’s largest commercial loan relationship was a $5.7 million loan to a long time customer
secured by various types of business assets located in counties adjacent to Berkshire County in New York and Connecticut. This
loan was performing according to its terms at December 31, 2002.

Berkshire Bank offers secured commercial term loans, which have maturities of greater than one year and the repayment
of which is dependent on future earnings. The term for repayment will normally be limited to the lesser of the expected useful life
of the asset being financed or a fixed amount of time, generally seven years or less. Berkshire Bank also offers loans originated tc
finance a business’ equipment and machinery, lines of credit, letters of credit, time notes and Small Business Administration
guaranteed loans. Inaddition, Berkshire Bank offers revolving lines of credit called operating loans that are secured by business
assets other than real estate, such as business equipment, inventory, and accounts receivable. Business lines of credit have
adjustable rates of interest and are payable on demand, subject to annual review and renewal. Time notes are short-term loans,
generally limited to 90 days which do not require payment of principal or interest until maturity.

When making commercial business loans, Berkshire Bank considers the financial statements of the borrower, the
borrower’s payment history of both corporate and personal debt, the debt service capabilities of the borrower, the projecied cash
flows of the business, the viability of the industry in which the customer operates and the value of the collateral. Commercial
business loans are generally secured by a variety of collateral such as accounts receivable, inventory and equipment, and are
generally supported by personal guarantees. Depending on the collateral used to secure the loans, commercial loans are generally

made in amounts of up to 95% of the value of the collateral securing the loan. Berkshire Bank generally does not make unsecured
commercial loans.
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Unlike residential mortgage loans, which generally are made on the basis of the borrower’s ability o make repayment
from his er her employment or other income, and which are secured by real property whose value tends to be more easily
ascertainable, commercial loans are of higher risk and typically are made on the basis of the borrower’s ability to make repayment
from the cash flow of the borrower’s business. As a result, the availability of funds for the repayment of commercial loans may
depend substantially on the success of the business itself. Further, any collateral securing such loans may depreciate over time,
may be difficult to appraise and may fluctuate in value.

Loans to One Borrower. The maximum amount that Berkshire Bank may lend to one borrower is limited by statute. At
December 31, 2002, Berkshire Bank’s statutory limit on loans to one borrower was $20.8 million. At that date, Berkshire Bank’s
largest amount of loans to one borrower, including the borrower’s related interests, was approximately $9.0 mijllion and consisted

of six loans secured by various types of business and real estate assets. These loans were performing according to their terms at
December 31, 2002.

Maturity of Loan Portfolie. The following table shows the remaining contractual maturity of Berkshire Bank’s total
loans at December 31, 2002, excluding the effect of future principal prepayments.

At December 31, 2002
Construction  Commercial
One- to Four- and Land and Multi- Home Equity Cither
Family Development Family Lines of Credit  Automobile Consumer Commercial Total
(In thousands)

Amounts due im:

Cne year or less $ 1,114 S 13819 § 5499 $ 228 S 3262 S 268 3 39,912 § 65,502
More than one
year to five

years 6,487 2,913 14,998 9,745 88,746 9,916 28,952 161,757

More then 5 years 239,337 895 113,621 30,040 13,039 2,407 96,583 495,922

Total amount due $ 246,938 $ 17,627 $ 134,118 $ 40,713  § 105,047 $ 13,291 §$ 165447 § 723,181

The following table sets forth, at December 31, 2002, the dollar amount of loans contractually due a}fter December 31,
2003, and whether such loans have fixed interest rates or adjustable interest rates.

Due After December 31, 2003

Fixed Adjustable Total
(In thousands) T
Real estate loans:
One- to four-family b 113,483 3 132,341 $ 245824
Construction and fand
development - 3,808 3,808
Commercial and
multi-family 11,960 116,659 128,619
Total real estate loans 125,443 252,808 378,251
Home equity lines of credit - 39,785 39,785
Automobile 101,785 - 101,785
Other consumer 10,360 1,963 12,323
Commercial loans 11,042 114,493 125,535
Total loans $ 248,630 $ 409,049 $§ 657,679

Scheduled contractual principal repayments of ioans do not reflect the actual life of the loans. The average life of aloan
is substantially less than its contractual term because of prepayments. In addition, due-on-sale clauses on loans generally give
Berkshire Bank the right to declare loans immediately due and payable if, among other things, the borrower sells the real property
with the mortgage and the loan is not repaid. The average life of a mortgage loan tends to increase, however, when current
mortgage loan market rates are substantially higher than rates on existing mortgage loans and, conversely, tends to decrease when
rates on existing mortgage loans are substantially higher than current mortgage loan market rates.
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Loan Approval Procedures and Authority. Berkshire Bank’s lending activities follow written, non-discriminatory,
underwriting standards and loan origination procedures established by Berkshire Bank’s Board of Directors and management. The
Board of Directors has authorized the following persons and groups of persons to approve loans up to the amounts indicated:
several retail lenders have been delegated authority to approve residential mortgage loans up to $300,000; home equity lines of
credit ranging from $50,000 to $300,000; unsecured consumer loans from $5,000 to $30,000; and secured consumer loans from
$20,000 to $50,000. One- to four-family mortgage loans and home equity loans up to $300,000, secured consumer loans up to
$50,000 and unsecured loans up to $30,000, may be approved by the Chairman of the Board, the President and the Senior Vice
President-Retail Lending.

One- to four- family morigage loans and home equity loans from $300,000 to $600,000 may be approved by a
combination of individual officer authorities provided that approval must include the signature of either the President or Senior
Vice President-Retail Lending. Approvals from $600,000 to $1.5 million require signatures of both the President and the Senior
Vice President-Retail Lending. Allresidential loans in excess of $1.5 million require the approval of the Executive Committee of
the Board of Directors or the full Board of Directors.

The Board of Directors has delegated the authority to approve loans to several commercial loan officers in amounts
ranging up to $300,000 for secured commercial loans and in amounts ranging up to $175,000 for unsecured commercial loans.
All secured commercial loans in amounts up to $300,000 and unsecured commercial loans in amounts up to $175,000 may be
approved by the Chairman of the Board, the President, the Senior Commercial Lender and certain commercial loan managers.
Such loans in excess of these amounts require the approval of a majority of the members of Berkshire Bank’s Senior Lending
Committee, which consists of the Senior Commercial Lender and all commercial loan officers. The President, the Credit
Administration Officer and the Loan Review Officer are non-voting members of the Senior Loan Committee. Delegated approval
authorities may be combined. However, individual limits may be combined only up to $500,000 for commercial loan approvals
without requiring approval of the Senior Lending Committee provided that commercial loans approved by a combination of
authorities must include the signature of either the President or the Senior Commercial Lender. All commercial loans in excess of
$1.5 million require the approval of the Executive Committee of the Board of Directors or the full Board of Directors.

Loan Originations, Purchases and Sales. Berkshire Bank’s lending activities are conducted by its salaried and
commissioned loan personnel and through its relationships with automobile dealers. Currently, Berkshire Bank has contractual
relationships with over 80 automobile dealers who originate automobile loans for Berkshire Bank. Such loans are only made
following an underwriting review and acceptance by Berkshire Bank. These loans are closed by the automobile dealer and
immediately assigned to Berkshire Bank, who then services the loans. On loans originated by its automobile dealers, Berkshire
Bank compensates the originator an amount by which the interest rate paid on the loan exceeds a specified threshold, up to a
maximum of four points. The compensation is paid at the time the loan is closed and assigned to Berkshire Bank. For the fiscal
years 2002 and 2001, Berkshire Bank originated or purchased $54.3 million and $112.6 million of automobile loans, respectively,
of which 87.4% and 91.2% were originated indirectly through the automobile dealers.

From time to time, Berkshire Bank will purchase whole loans or participations in loans. The commercial real estate
loans and other commercial loans participated in by Berkshire Bank are underwritten according to Berkshire Bank’s underwriting
criteria and procedures and are generally purchased with the accompanying servicing rights. Berkshire Bank purchased
$2.7 million of such loans in 2002. Amounts outstanding related to loan participation interests purchased by Berkshire Bank
totaled $13.7 million and $11.7 million at December 31, 2002 and December 31, 2001, respectively, and consisted primarily of
loans secured by commercial real estate.

At December 31, 2002, Berkshire Bank was servicing $19.5 million of automobile loans, $3.7 million of one- to four-
family mortgage loans and $5.4 million of commercial loans sold to others. Loan servicing includes collecting and remitting loan
payments, accounting for principal and interest, contacting delinquent borrowers, supervising foreclosures and property
dispositions when there are unremedied defaults, making insurance and tax payments on behalf of the borrowers and generally
administering the loans. The gross servicing fee income from loans sold is generally 25 basis points for one- to four-family
mortgage loans and 100 basis points for automobile loans of the total balance of the loan being serviced.

Berkshire Bank generally originates loans for its own portfolio but from time to time will sell loans in the secondary
market based on prevailing market interest rate conditions and an analysis of the composition and risk of-the loan portfolio and
liquidity needs. In 2001, Berkshire Bank established a2 program with an outside third party lender whereby Berkshire Bank
originated fixed rate one- to four- family mortgages for sale. Fixed rate residential loans of $3.1 million were originated and sold
to this third party early in 2002 before discontinuing the program. In addition, Berkshire Bank sold $69.7 miilion of sub-prime
automobile loans in 2002.

21-




The follewing table presents total loans originated, purchased, sold and repaid during the periods indicated.
For the Years Ended December 31,
2002 2001 2000
(In thousands)
Loans at beginning of year $ 802,985 $§ 793,389 $ 673,918
Originations:

Real estate loans:

One-to four-family 88,770 36,668 31,231

Construction and land development 30,678 22,170 25,071

Commercial 37,564 13,296 2,289

Multi-family 5,242 800 7,671

Total real estate loans 162,254 72,934 66,262
Consumer loans:

Home equity lines of credit 16,361 6,887 8,225

Automobile 54,284 105,124 128,327

Other 4,613 4,527 16,799

Total consumer loans 75,258 116,538 153,351

Commercial loans 48,343 63,456 64,887

Total loans originated 285,855 252,928 284,500

Purchases:

Real estate loans:

Commercial real estate 2,724 4,042 4,664

Total real estate loans 2,724 4,042 4,664

Consumer loans:
Automobile - 7,451 48,724
Commercial loans - 2,000 3,175
Total loans purchased 2,724 13,493 56,563
Dedact:
Principal loan repayments, repayments
and other, net 285,852 226,179 181,082
Loan sales 73,625 24,263 38,942
Net loan charge-offs ©,906 6,357 1,488
Transfers to real estate owned 2,000 26 80
Total deductions 368,383 256,825 221,592
Net increase (decrease) in loans (79,804) 9,596 119,471
Loans at end of year S 723,181 $ 802,985 $ 793,389

Loan Commitments. Berkshire Bank issues locan commitments to its prospective borrowers cenditioned on the
occusrence of certain events. Commitments are made in writing on specified terms and conditions and are generally honored for
up to 60 days from approval. At December 31, 2002, Berkshire Bank had loan commitments and unadvanced loans and lines of
credit totaling $142.4 million.

Loan Fees. In addition to interest earmned on loans, Berkshire Bank receives income from fees derived from loan
originations, loan modifications, late payments and for miscellanecus services related to its loans. Income from these activities
varies from period to period depending upon the volume and type of loans made and competitive conditions.

Berkshire Bank charges loan origination fees which are calculated as a percentage of the amount borrowed. As required
by applicable accounting principles, loan origination fees, discount points and certain loan origination costs are deferred and
recognized over the contractual remaining lives of the related loans on a level yield basis. At December 31, 2002, Berkshire Bank
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had approximately $41,000 of net deferred loan fees and costs. Berkshire Bank amortized approximately $33,000 of net deferred
loan fees and costs during the year ended December 31, 2002.

Nosnperforming Assets, Delinguencies and Impaired Loans. When a borrower fails to make a required loan payment,
Berkshire Bank attempts to cure the deficiency by mailing a past due notice on the 10" day after payment is due. In most cases,
delinquencies are cured promptly. If a delinquency continues beyond the 15* day after the payment is due, the loan will appear
on a delinquency list and the account officer will contact the borrower. If a delinquency continues beyond the 30™ day, the
borrower is again contacted and if it is determined that the late payment is not a short-term cash flow problem, the account is
reported to the Senior Loan Officer. While Berkshire Bank generally prefers to work with borrowers to resolve problems,

Berkshire Bank generally will initiate foreclosure or other proceedings no later than the 90" day of a delinquency, as necessary, to
minimize any potential loss. '

Management informs the Board of Directors monthly of the amount of loans delinquent more than 30 days, all loans in
foreclosure, and all foreclosed and repossessed property that Berkshire Bank owns. Berkshire Bank generally ceases accruing
interest on all commercial and residential loans when principal or interest payments are delinquent 90 days or more uniess
management determines the loan principal and interest to be fully-secured and in the process of collection. Once management
determines that interest is uncollectible, the accrual of interest income on a loan is discontinued and all interest previously accrued
is reversed against current period interest income. In 2001, as a measure to enhance its risk management practices, the Bank
initiated a more conservative policy for automobile loans whereby all delinquent automobile loans remain on accrual status until

they reach 120 days delinquent at which time they are charged-off, except for those customers who are in bankruptcy proceedings
with a secured loan, in which case the loan is transferred to nonaccrual status.

Berkshire Bank has adopted Statements of Financial Accounting Standards (“SFAS™) No. 114, “dccounting by Creditors
Jor Impairment of a Loan, " as amended by SFAS No. 118 “Accounting by Creditors for Impairment of a Loan—an amendment to
SFAS No. 114.” At December 31, 2002 and December 31, 2001, Berkshire Bank had $727,000 and $778,000, respectively,
recorded investment in impaired loans, which had no specific allowances and $2.1 million and $1.4 million in loans with specific
valuation ailowances of $295,000 and $113,000, respectively.

The following table sets forth information regarding nonperforming assets and loans that were 90 days or more past due
and still accruing at the dates indicated.

At December 31,
2002 2001 2000 1999 1998
(Dollars in thousands)
Nonaccruing loans:
One- to four-family real estate $ 23¢ 3 310 $ 390 $ 450 31,272
Commercial real estate - - - - 1,064
Commercial 2,850 2,077 466 1,572 612
Consumer"” 661 315 2,013 819 542
Total nonperforming loans 3,741 2,702 2,869 2,841 3,490
Real estate owned 1,500 - 50 220 398
Total nonperforming assets S 5,241 $2,702 $2919 $ 3,061 $ 3,888
Total nonperforming loans as a
percentage of total loans 8.52% 0.34% 0.36% 0.42% 0.58%
Total nonperforming assets as a
percentage of total assets 0.50% 0.26% 0.29% 0.36% 0.50%
Loans 90 days or more past due
and still accruing(z) $ 590 $ 1,306 $ - S - 3 -

(1) Consists primarily of automobile loans.

(2) Reflects Bank’s policy on delinquent automobile loans whereby all delinquent automobile loans remain on accrual status until they reach

120 days delinquent, at which time they are charged off. Previous to 2001, automobile loans past due 90 days or more were reported as
nonaccrual.

Nonaccruing commercial loans increased to $2.9 million at December 31, 2002 from $2.1 million at December 31, 2001
primarily as the result of one $1.8 million commercial relationship which, although still performing within its terms at December
31, 2002, was determined by Bank management to be impaired based on the business’ financial results and collateral protection.
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The companies with loans in Berkshire Bank’s nonaccruing commercial loan portfolio have been adversely affected by national
and regional economic conditions.

Interest income that would have been recorded for the year ended December 31, 2002, had nonaccruing loans been
current according to their original terms, amounted to $188,000. A total of $85,000 was included in interest income to reflect
payments received on loans that had been paid off or brought up to date but were still classified as nonaccruing.

The following tabies set forth the delinquencies in Berkshire Bank’s loan portfolio as of the dates indicated.

At Decermber 31, 2002 At Decerrber 31, 2001 At Decerrber 31, 2000
3-89 Days S0 Days or More 60-89 Days S0 Days or More 60-89 Days S0 Days or More
Principal Principal Principal Principal Principal Principal

Numder Balanceof Number Belanceof Nurrberof Balance of Numberof Balance of Numrberof Balance of Numberof Balance of
of Loans 1pans of Loans Loans Loans Loans Loans Loans Loans Loans Loans Loans

Dollars in thousands

Reaf estate loans:
Crne- to four-
farrily 3 5 207 4 § 92 3 % 14 3 5§ 254 2 3 14 2 5 4
Commercial - - - - - . - . - . - -
Multi-farrily - - - - - - - - - - - -
Consumter loans:
Home equity lines
of credit - - - - - - - - 2 57 1 20
All othe? 120 924 118 893 23 2,645 217 1,621 238 1,728 262 1,923
Comemerdal logrns: 2 49 4 110 2 381 7 1,234 4 129 3 149
Tatal 125 8§ 1,180 126 § 1,095 328 $3170 27 $3109 246§ 2088 268 $2135
Delinquent loans to
total loans 057% 0.16% 0.57% 0.15% 0.96% 0.3%% 0.66% 0.3%% 0.73% 0.26% 0.7% 027%
M) Consists primarily of automobile loans.

Reql Estate Owned. Real estate acquired by Berkshire Bank as a result of foreclosure or by deed in lieu of foreclosure is
classified as real estate owned until sold. When property is acquired it is recorded at fair market value at the date of foreclosure,
establishing a new cost basis. Holding costs and declines in fair value after acquisition are expensed. At December 31, 2002,
Berkshire Bank had one foreclosed commercial property valued at $1.5 million. On February 13, 2003, the Bank sold this
property for $1.5 million.

Asset Classification. Regulators have adopted various regulations and practices regarding problem assets of savings
institutions. Under such regulations, federal and state examiners have authority to identify problem assets during examinations
and, if appropriate, require them to be classified. Berkshire Bank performs an internal analysis of its loan portfolio and assets to
classify such loans and assets similar to the manner in which such loans and assets are classified by the federal banking regulators.

In addition, Berkshire Bank regularly analyzes the losses inherent in its loan portfolio and its nonperforming loans to determine
the appropriate level of the allowance for loan losses.

There are three classifications for problem assets: substandard, doubtful and loss. Substandard assets have one or more
defined weaknesses and are characterized by the distinct possibility that the insured institution will sustain some loss if the
deficiencies are not corrected. Doubtful assets have the weaknesses of substandard assets with the additional characteristic that the
weaknesses make collection or liquidation in full on the basis of currently existing facts, conditions and values questionable, and
there is a high possibility of loss. An asset classified as loss is considered uncollectible and of such tittle value that continuance as
an asset of the institution is not warranted. If an asset or portion thereof is classified as loss, the insured institution establishes
specific allowances for loan losses for the full amount of the portion of the asset classified as loss. All or a portion of general loan
loss allowances established to cover probable losses related to asseis classified as substandard or doubtful can be included in
determnining an institution’s regulatory capital, while specific valuation allowances for loan losses generally do not qualify as
regulatory capital. Assets that do not currently expose the insured institution to sufficient risk to warrant classification in one of
the aforementioned categories but possess weaknesses are designated “special mention.”
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The following table sets forth Berkshire Bank’s classified assets at December 31, 2002.

Loss Doubtful Substandard Special Mention
Number Principal Number Principal Number Principal Number Principal
of Loans Balance of Loans Balance of Loans Balance of Loans Balance

(Dollars in thousands)

Real estate loans:

One- to four-family - 3 - - 3 - 9 $ 366 3 $ 207
Commercial - - - - 1 203 b) 5,081
Multi-family - - - - 1 219 - -
Construction and land

development - - - - - - 1 4,i06

Consumer loans:
Home equity lines of

credit - - - - - - - -
Automobile - - - - 146 1,355 115 890

All other - - - - 10 30 N 34
Comemercial loans - - - - 47 4,657 44 9,022
Total - 3 - - $ - 214 $ 6,830 173 $ 19,340

AtDecember 31, 2002, Berkshire Bank had four outstanding commercial loans with one borrower, which were adversely
classified or identified as a problem credit, totaling $1.8 million. Although still performing, these loans were classified as
substandard and were secured by a lien on the borrower’s accounts receivable, inventory and other commercial business assets.
Based on management’s collateral value estimates, $481,000 of Berkshire Bank’s December 31, 2002 allowance for loan losses
have been allocated to this borrowing relationship. Management believes that the current allocation is adequate. Berkshire Bank
had no other classified loans greater than $500,000 which were not performing according to their terms on December 31, 2002.

Allowance for Loan Losses. In originating loans, Berkshire Bank recognizes that losses will be experienced on loans
and that the risk of loss will vary with, among other things, the type of loan being made, the creditworthiness of the borrower over
the term of the loan, general economic conditions and, in the case of a secured loan, the quality of the security for the loan.
Berkshire Bank maintains an allowance for loan losses to absorb losses inherent in the loan portfolio. The allowance for loan
losses represents management’s estimate of probable losses based on information available as of the date of the financial
statements. The allowance for loan losses is based on management’s evaluation of the collectibility of the loan portfolio,
including past loan loss experience, known and inherent risks in the nature and volume of the portfolio, information about specific
borrower situations and estimated collateral values and economic conditions.

The loan portfolio and other credit exposures are regularly reviewed by management to evaluate the adequacy of the
allowance for loan losses. The methodology for assessing the appropriateness of the allowance includes comparison to actual
losses, peer group comparisons, industry data and economic conditions. In addition, management employs an independent third
party to perform a review of all of Berkshire Bank’s commercial loan relationships exceeding $1.0 million, all material credits on
Berkshire Bank’s watch list or classified as Substandard and a random sampling of new loans. The regulatory agencies, as an
integral part of their examination process, also periodically review Berkshire Bank’s allowance for loan losses. Such agencies
may require Berkshire Bank to make additional provisions for estimated losses based upon judgments different from those of
management.

In assessing the allowance for loan losses, loss factors are applied to various pools of outstanding loans and certain
unused commitments. Berkshire Bank segregates the loan porifolio according to risk characteristics (i.e., mortgage loans, home
equity, consumer, commercial). Loss factors are derived using Berkshire Bank’s historical loss experience and may be adjusted
for significant factors that, in management’s judgment, affect the collectibility of the portfolio as of the evaluation date.

All classified loans are reviewed for adequacy of their estimated supporting collateral values and guarantees. If a loan is
determined to have a recovery value less than the loan balance after deducting the general reserve assigned to that loan based
upon its classification, an additional specific reserve is assigned in an amount equal to the projected shortfall.

In addition, management assesses the allowance using factors that cannot be associated with specific credit or loan

categories. These factors include management’s subjective evaluation of local and national economic and business conditions,
portfolio concentration and changes in the character and size of the loan portfolio. The allowance methodology reflects
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management’s objective that the overall allowance appropriately reflects a margin for the imprecision necessarily inherent in
estimates of expected credit losses.

Although management believes that it uses the best information available to establish the allowance for loan losses,
future adjustments to the allowance for loan iosses may be necessary and results of operations could be adversely affected if
circumstances differ substantially from the assumptions used in making the determinations. Furthermore, while Berkshire Bank
believes it has established its existing allowance for lean losses in conformity with accounting principles generally accepted in the
United States of America, there can be no assurance that regulators, in reviewing Berkshire Bank’s loan portfolio, will not request
Berkshire Bank to increase its allowance for loan losses. In addition, because future events affecting borrowers and collateral
cannot be predicted with certainty, there can be no assurance that the existing allowance for loan losses is adequate or that
increases will not be necessary should the quality of any loans deteriorate as a result of the factors discussed above. Any material
increase in the allowance for loan losses may adversely affect Berkshire Bank’s financial condition and results of operations.

The following table presents an analysis of Berkshire Bank’s allowance for loan losses for the years indicated.

At or For the Years Ended December 31,
2002 2001 2000 1999 1998
’ (Dollars in thousands)
!

Allowance for loan losses, beginning of

year $ 11,034 $ 10,216 $ 8,534 $ 7,589 $ 6,078
Charged-off loans:
One- to four-family real estate - 2 - 117 14
Multi-family - 222 - - -
Commercial real estate 519 - 19 297 253
| Consumer'" 9,074 5,989 1,422 731 311
| Home equity lines of credit - 52 - - -
Commercial 444 797 469 1,208 234
Total charged-off loans 10,028 7,062 1,910 2,353 812
Recoveries on loans previously
charged off 3,122 705 422 268 268
Net loans charged off 6,906 6,357 1,488 2,085 544
Provision for loan losses 6,180 7,175 3,170 3,030 2,055
Allowance for loan losses, end of year  $ 10,308 $ 11,034 $ 10,216 $ 8,534 $ 7,589
Ratigs:
Net loans charged off to interest-earning
loans 0.96% 0.79% 0.19% 0.31% 0.09%
Allowance for loan losses to total loans 1.43% 1.37% 1.29% 1.27% 1.25%
Allowance for loan losses to
nonperforming loans 275.54% 408.36% 356.08% 300.39% 217.45%
Net loans charged off to allowance
for loan losses 67.00% 57.61% 14.57% 2443% 7.17%
Recoveries to charged-off loans 31.13% 9.98% 22.09% 11.39% 33.00%

(1) Consists primarily of automobile loans.
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The following table presents the approximate allocation of the allowance for loan losses by loan categories at the dates
indicated and the percentage of such amounts to the total allowance and to total loans. Management believes that the allowance
can be allocated by category only on an approximate basis. The allocation of the allowance to each category is not indicative of
future losses and does not restrict the use of any of the allowance to absorb losses in any category.

At December 31,
2002 2001 2000
Percentof  Percent of Percentof  Percent of Percent of Percent of
Allowance  Allowance Allowance  Allowance Allowance Allowance
in Each in Each in Each in Each in Each in Each
Category Category Category Category Category Category
to Total to Total to Total to Total to Total to Total
Amount Allowance Loans Amount Allowance Loans Amount Allowance Loans
(Dollars in thousands)
Real estate loans $ 2,289 22.21% 55.14% $ 2347 21.27% 4505% $ 2,337 22.88% 43.27%
Consumer loans 4,650 45.11 22.00 4,217 38.22 33.75 4,528 4432 35.69
Commercial loans 3,369 32.68 22.86 4,470 40.51 21.20 3,351 32.80 21.04
Total allowance for
loan losses $ 10,308 100.00% 180.60% $ 11,034 100.00% 160.00% $ 10,216 100.00% 160.60%
At December 31,
1999 1998
Percent of Percent of Percentof  Percent of
Allowance Allowance Allowance  Allowance
in Each in Each in Each in Each
Category Category Category Category
to Totat to Total to Total to Total
Amount Allowance Loans Amount Allowance Loans
(Dollars in thousands)
Real estate loans $ 2,322 27.20% 4734% $ 2,262 29.81% 49.51%
Consumer loans 2,867 33.60 30.97 2,339 30.82 28.38
Commercial {oans 3,345 39.20 21.69 2,988 39.37 22.11
Total allowance for
loan losses $ 8,534 100.00% 10000% $ 7,589 100.00% 100.00%

Investment Securities Activities

General. Under Massachusetts law, Berkshire Bank has authority to purchase a wide range of investment securities. As
a result of changes in federal banking laws, however, financial institutions such as Berkshire Bank may not engage as principals
in any activities that are not permissible for a national bank, unless the Federal Deposit Insurance Corporation has determined that
the investrents would pose no significant risk to the Bank Insurance Fund and Berkshire Bank is in compliance with applicable
capital standards. In 1993, the Regional Director of the Federal Deposit Insurance Corporation approved a request by Berkshire
Bank to acquire and retain certain listed stocks and/or registered stocks subject to certain conditions. The Company makes its
investments through Berkshire Bank or one of the Bank’s securities corporation subsidiaries and is generally not subject to any
such restrictions on its investment authority. (See “Regulation and Supervision™).

Berkshire Bank’s main source of income has been and will continue to be derived from its loan portfolic. The
investment securities portfolio is primarily used tc provide for Berkshire Bank’s cash flow needs, to provide adequate liquidity to
protect the safety of customer deposits and to eamn a reasonable return on investment. The structure of the investment securities

portfolio is based upon the composition and quality of the loan portfolio and Berkshire Bank’s liquidity position and deposit
structure.

Berkshire Bank’s investment policy divides investments into two categories, fixed income and equity portfolios. The
primary objectives of the fixed income portfolio are to: {1) maintain an adequate source of liquidity sufficient to meet regulatory
and operating requirements, including funding for loans; (2) safeguard against deposit outflows, reduced loan amortization and
increased loan demand; and (3) manage interest rate risk. The fixed income securities portfolio primarily consists of debt issues,
including corporate and municipal bonds, U.S. Government and Agency obligations and morigage-backed and asset-backed
securities, including collateralized mortgage obligations and real estate mortgage investment conduits. A collateralized mortgage
obligation is a mortgage-backed bond that separates mortgage pools into different maturities called “tranches.” Tranches pay
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different rates of interest and can mature in a few months, or a few years. In return for a lower yield, collateralized mortgage
obligations provide increased security over the life of the investment. However, in a lowering interest rate risk environment,
collateralized mortgage obligations tend to be repaid before their expected maturities as prepayments increase. This may result in
Berkshire Bank having to reinvest the funds at a lower interest rate. Real estate morigage investment conduits, 2 type of
collateralized mortgage obligation, are similar in that securities representing an undivided interest in such mortgages are issued.
However, real estate mortgage investment conduits have more flexibility than other types of collateralized mortgage obligations
as issuers can separate mortgage pools not only inte different maturity classes but also into different risk classes. At present,
78.9% of Berkshire Bank’s mortgage-backed securities are issued or guaranteed by agencies of the U.S. Governiment, which carry
lower credit risk than mortgage-backed securities of a private issuer. Other types of asset-backed securities in which Berkshire
Bank invests are typically collateralized by the cash flow from a pool of automobile loans, credit card receivables, consumer loans
and other similar cbligations. Both morigage-backed and asset-backed securities carry the risk that changing market interest rates
may cause a change in market value.

The marketable equity securities portfolio is currently managed to produce capital gains through price appreciation and
lowering taxable income through deducticns permiited for a portion of dividends received. The marketable equity securities
portfolio consists primarily of bank, utility and industrial stocks and is currently limited by the investment policy to 100% of Tier
I capital. Berkshire Bank had $91.1 million of Tier 1 Capital at December 31, 2002. In the fourth quarter of 2002, Berkshire
Bank restructured its investment portfolio by placing less emphasis on equity securities. Equities totaling $18.8 million were sold
resulting in a gain of $14.8 million. AtDecember 31, 2002, equities, excluding Federal Home Loan Bank and Savings Bank Life
Insurance stock, comprised 9.0% of the investment portfolio compared to 28.4% at December 31, 2001. The gross unrealized
gains associated with the marketable equity securities portfolio were $8.5 million and the gross unrealized losses were $77,000.
The marketable equity securities portfolio carries equity price risk in that, if equity prices decline due to unfavorable market
conditions or other factors, Berkshire Bank’s capital would decrease.

SFAS No. 115, “dccounting for Certain Investments in Debt and Equity Securities,” requires that securities be
categorized as “held to maturity,” “irading securities” or “available for sale,” based on management’s intent as to the ultimate
disposition of each security. SFAS No. 115 allows debt securities to be classified as “held to maturity” and reported in financial
staterments at amortized cost only if the reporting entity has the positive intent and ability to hold those securities to maturity.
Securities that might be scld in response to changes in market interest rates, changes in the security’s prepayment risk, increases
in loan demand, or other similar factors cannot be classified as “held to maturity.” Debt and equity securities held for current
resale are classified as “trading securities.” These securities are reported at fair value, and unrealized gains and losses on the
securities would be inciuded in earnings. Berkshire Bank does not currently use or maintain a trading account. Debt and equity
securities not classified as either “held tc maturity” or “trading securities” are classified as “available for sale.” These securities

are reported at fair value, and unrealized gains and losses on the securities are excluded from earnings and included in
accumulated other comprehensive income, net of taxes.

The Executive Commitiee of the Board of Directors is responsible for developing and reviewing Berkshire Bank’s
investment policy. Investment decisions are made in accordance with Berkshire Bank’s investment policy and are based upon the
quality of a particular investment, its inherent risks, Berkshire Bank’s liquidity needs, prospects for yield and/or appreciation and
the potential tax consequences. While general investment strategies are developed and authorized by the Executive Committee,
the execution of specific investment actions and the day-to-day oversight of Berkshire Bank’s investment portfolic rests with the
Chairman, President and Treasurer. These officers are authorized to execute investment transactions up to specified limits based
on the type of security without the prior approval of the Executive Committee, However, such purchases require the ratification
of the Executive Commitiee at their next scheduled meeting. The Board of Directors receives a monthly report of all securities
transactions made during the previous month.,

Berkshire Bank’s investment policy allows the use of certain hedging strategies, including the purchase of options in an
effort to increase the return and decrease the risk on the securities portfolio. Berkshire Bank has used covered call option
strategies in the past and will continue to do so in the future. Berkshire Bank has not used interest rate futures or options on
futures as part of iis interest rate hedging strategies.
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The following table presents the amortized cost and fair value of Berkshire Bank’s available for sale securities, by type
of security, at the dates indicated.

At December 31,
2002 2001 2000
Cost Fair Value Cost Fair Value Cost Fair Value
(In thousands)
Investinert securities:
Cbligations of U.S. Treasury and
U.S. Government Agencies $ 98,058 $ 98719 $ 13,876 $ 14017 $ 10,146 $ 10,106
Corporate bonds and notes 31,284 31,637 31,017 31,251 31,750 31,034
Asset-backed securities 6,956 6,772 1,484 1,496 1,986 1,998
Marketable equity securities'” 11,132 19,581 11,447 39,803 12,022 43,060
Total investment securities 147,430 156,709 57,824 86,567 55,504 86,198
Mortgage-backed securities:
Freddie Mac 3,558 3,605 3,292 3,335 2,203 2,257
Fannie Mae 3,066 3,051 2,774 2,845 2,619 2,670
Private label REMICs 9,761 9,750 11,555 11,619 8,022 8,049
Ginnie Mae 52 54 78 80 133 i35
Total mortgage-backed securities 16,437 16,460 17,699 17,879 12,977 13,111

Total available for sale securities § 163,867 § 173,169 $ 75,523 $ 104,446 $ 68,881 $ 99309

——— —— —— e

(1) Includes mutual funds.

The following table presents the amortized cost and fair value of Berkshire Bank’s held for maturity securities, by type
of security, at the dates indicated.

At December 31,
2002 2001 2000
Amortized Fair Amortized Amortized

Cost Value Cost Fair Value Cost Fair Value
(In thousands)

Investment securities:
Municipal notes and other
obligations $ 14,480 $ 14,480 $ 11,241 $ 11,241 $ 10,825 $ 10,825
Total investment securities 14,480 14,480 11,241 11,241 10,825 10,825

Mortgage-backed securities:

Freddie Mac 17,120 17,164 9,790 9,851 10,686 10,726
Fannie Mae 11,657 11,688 11,177 11,253 10,466 10,533
Ginnie Mae 1,010 1,016 1,055 1,064 261 258
Total mortgage-backed
securities 29,787 29,868 22,022 22,168 21,413 21,517
Total held to maturity
securities S 44,267 $ 44,348 $ 33,263 $ 33,409 $ 32,238 3 32,342

At December 31, 2002, Berkshire Bank did not own any investment or mortgage-backed securities of a single issuer,
other than U.S. Treasury and U.S. Government Agency securities, which had an aggregate book value in excess of 10% of
Berkshire Bank’s capital at that date.
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The following presents the activity in the investment securities and mortgage-backed securities portfolios for the years
indicated.

For the Years Ended December 31,

2002 2001 2000
(In thousands)
Investment securities:
Investment securities, beginning of year S 97,808 3 97,023 3 89,671
Purchases 195,005 49,212 91,904
Sales (13,112) (3,697) (32,431)
Loss on impairment of securities (673) - -
Maturities and calls (84,606) (39,559) (52,314)
Repayments and prepayments (3,191} (2,395) (2,537)
Net (premium) (578) (1,225) (483)
Increase/(decrease) in unrealized gain {19,464) (1,551) 3,213
Net increase in investment securities 73,381 785 7,352
Investment securities, end of year 171,189 97,808 97,023
Mortgage-backed securities:
Mortgage-backed securities, beginning of year 39,901 34,524 20,427
Purchases 63,065 43,853 32,707
Repayments and prepayments (56,037) (39,477) (18,794)
Net (premium) discount (525) 955 52
Increase /{decrease) in unrealized gain (157) 46 132
Net increase in mortgage-backed securities 6,346 5,377 14,097
Mortgage-backed securities, end of year 46,247 39,901 34,524
Total securities, end of year $ 217,436 $ 137,709 $ 131,547

The following table presents certain information regarding the amortized cost, weighted average yields and estimated
maturities or periods to repricing of Berkshire Bank’s debt securities at December 31, 2002.

At Decerriber 31, 2002
NMore then Gne Year  More than Five Years to
Qe Year or Less to Five Years Ten Years More than Ten Years Total
Weigited Weigited Weigltiad Weighted Weigltted
Amortized  Average  Amortized  Average  Amwortized | Average  Amortized  Aversge  Ammetized  Average
Cost Yield Cost Yield Cost Yield Cost Yield Cost Yidd
(Dollars in thousands)
Drovestrneyd secumifies:
Chligations of US. Treaswry and
US. Government Agencies $ 88662 257% $ 9,336 349% $ - % $ - % $ 98,058 266%
Mortgage-backed seaurities 26,020 0.66 20,204 402 - - - - 46,224 213
Municipal notes 6511 1.80 4420 438 2,165 4.85 3,489 530 16,585 375
Corporate bonds and notes 11,934 356 15,169 37 63 31.20 2,022 7.01 22,17 407
Asset-backed seaurities 4086 233 2,261 6.13 255 0.8 a4 269 6,956 353
Total $ 137,133 225% $ S1,441 403% § 2483 510% 3§ 5%45 604% 3 197,002 2.86%
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Deposit Activities end Other Sources of Funds

General. Deposits are the major source of funds for Berkshire Bank’s lending and other investiment activities. In
addition, Berkshire Bank also generates funds internally from loan repayments and prepayments and maturing investment
securities. Scheduled loan repayments are a relatively stable source of funds, while deposit inflows and outflows and Ican
prepayments are influenced significantly by general interest rates and money market conditions. Berkshire Bank uses borrowings
from the Federal Home Loan Bank of Boston as an additional source of funding for loan and securities investment activity. Toa
lesser extent, Berkshire Bank also utilizes retail repurchase agreements as a source of funds.

Deposit Accounts. Substantially all of Berkshire Bank’s deposits are generated from the areas surrounding its branch
offices. Berkshire Bank offers a wide variety of deposit accounts with a range of interest rates and terms. Berkshire Bank’s
deposit accounts consist of interest-bearing checking, noninterest-bearing checking, regular savings, money market savings and
certificates of deposit. The initial maturities of Berkshire Bank’s certificate of deposit accounts range from three months to ten
years. In addition, Berkshire Bank offers retirement accounts, including Traditional IRAs, Roth IRAs, Simple [RAs, Self-
Directed IRAs and Keogh accounts, simplified employee pension plan, profit-sharing qualified plan and money purchase pension
plan accounts.

Berkshire Bank also offers a variety of deposit accounts designed for the businesses operating in its market area. Deposit
account terms vary with the principal differences being the minimum balance deposit, early withdrawal penalties, limits on the
number of transactions and the interest rate. Berkshire Bank’s business banking deposit products include a commercial checking
account which provides an earnings credit to offset monthly service charges and a checking account specifically designed for
small businesses. Additionally, Berkshire Bank offers sweep accounts and money market accounts for businesses and IOLTA
interest checking and escrow accounts. Berkshire Bank has sought to increase its commercial deposits through the offering of
these products, particularly to its comumercial borrowers and to the municipalities that participate in its government banking
program.

Berkshire Bank reviews its deposit mix and pricing on a weekly basis and believes it offers competitive interest rates on
its deposit products. Berkshire Bank determines the rates paid based on a number of factors, including rates paid by competitors,
Berkshire Bank’s need for funds and cost of funds, Berkshire Bank’s current asset/liability structure, the amount of maturing
deposits and movements of market interest rates. Berkshire Bank currently does not utilize brokers to obtain deposits but may
choose to do so in the future.

In the unlikely event Berkshire Bank is liquidated, depositors will be entitled to full payment of their deposit accounts
before any payment is made to Berkshire Hills as the sole stockholder of Berkshire Bank.

The following table presents the deposit activity of Berkshire Bank for the years indicated.

For the Years Ended December 31,

2002 2001 2000
(In thousands)
Increase/(decrease) before interest credited $ 21,854 $  (13,550) $ 21,224
Interest credited 17,777 26,685 27,603
Net increase $ 39,631 $ 13,135 $ 48,827

AtDecember 31, 2002, Berkshire Bank had certificate of deposit accounts in amounts of $100,000 or more maturing as
follows:

Weighted
Maturity Average
Period Amount Rate
{Dollars in thousands)
Three months or less $ 34,599 3.18%
Over 3 months through 6 months 30,420 3.08
Over 6 months through 12 months 16,286 3.46
Over 12 months 54,249 4.80
Total S 135,554 3.84%

31-




The following table presents information concerning average balances and welghted average interest rates on Berkshire
Bank’s deposit accounts for the years indicated.

For the Years Ended December 31,

2002 2001 2000
Percent Percent of Percent of
of Total  Weighted Total Weighted Total Weighted
Average Average Average Average Average Average Average Average Average
Balance Deposits Rate Balance Deposits Rate Balance Deposits Rate
{Dollars in thousands)
Money market accounts $117,950 15.48% 1.69% $112,434 15.31% 3.30% $106,058 15.09% 4.43%
NOW accounts 83,399 10.95 0.75 77,276 10.52 1.04 75,673 10.76 1.05
Savings® 157,444 20.66 1.70 142,150 19.36 2.88 143,357 20.39 3.19
Certificates of deposit 320,418 42.05 3.91 325,639 44.34 5.55 301,920 42,94 5.81
Demand accounts 82,752 10.86 - 76,912 10.47 - 76,060 10.82 -
Total $761,963 100.00% 2.33% $734,411 100.00% 3.63% $703,068 100.00% 3.93%

—_—

(1) Includes mortgagors’ escrow accounts.

Certificates of Deposit by Rates and Maturities. The following table presents the amount of certificate accounts
categorized by rates and maturities, for the periods and years indicated.

Period to Maturity from Decernber 31, 2002

Less than One One to Two Two te Three Over Three Total at December 31,
Year Years Years Years 2002 2001 2000
(In thousands)
0.00-4.00% $ 185,183 $ 47,157 §$ 4405 $ 84 $ 236,829 § 107984 % 5
4.01-5.00% 13,086 2,633 12,675 14,625 43,019 79,635 3973
5.01-6.00% 3,635 3,901 1,315 11,345 20,196 50,726 101,693
6.01-7.00% 13,282 2,540 2,787 9,814 28,423 70,223 205,586
7.01% and above 13 36 1,623 - 1,722 8,669 8,516
Total $ 215,199 § 56,317 $ 22,805 § 35868 $ 330,189 $ 317237 § 319713

Borrewings. Berkshire Bank utilizes advances from the Federal Home Loan Bank of Boston to supplement its supply of
lendable funds and to meet deposit withdrawal requirements. The Federal Home Loan Bank of Boston functions as a central
reserve bank providing credit for savings banks and certain other member financial institutions. As a member of the Federal Home
Loan Bank of Boston, Berkshire Bank is required to own capital stock in the Federal Home Loan Bank of Boston and may apply
for advances on the security of the capital stock and certain of its morigage loans and other assets, principally securities that are
obligations of, or guaranteed by, the U.S. Government or its Agencies, provided certain creditworthiness standards have been met.
Advances are made under several different credit programs. Each credit program has its own interest rate and range of maturities.
Depending on the program, limitations on the amount of advances are based on the financial condition of the member institution
and the adequacy of collateral pledged to secure the credit. At December 31, 2002, Berkshire Bank had the ability to borrow a
total of approximately $254 million from the Federal Home Loan Bank of Boston. At that date, Berkshire Bank had outstanding
advances of $133.0 million. In addition, Berkshire Bank had a $2.0 million repurchase agreement line of credit to be secured by

securities or other assets of Berkshire Bank with the Depositors Insurance Fund. AtDecember 31, 2002, Berkshire Bank had no
outstanding borrowings against this agreement.
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The following tables present certain information regarding Berkshire Bank’s Federal Home Loan Bank advances during
the periods and at the dates indicated.

For the Years Ended December 31,

2002 2001 2000
{Dollars in thousands)

Maximum amount of advances

outstanding at any monthend § 146,053 $ 140,115 $ 112,158
Average advances outstanding 140,406 127,990 92,567
Weighted average rate paid

on advances 4.01% 5.17% 6.23%

At December 31,
2002 2001 2000
{(Dollars in thousands)
Balance outstanding at end of year $ 133,002 $ 133,964 $ 101,386
Weighted average rate on advances
at end of year 3.27% 4.26% 6.18%

Berkshire Bank offers retail repurchase agreements to selected higher balance customers and certain municipalities.
These agreements are direct obligations of Berkshire Bank to repay at maturity or on demand the purchase price of an undivided
interest in a U.S. Government or agency security owned by Berkshire Bank. Since these agreements are not deposits, they are not
insured by the Federal Deposit Insurance Corporation. At December 31, 2002, such retail repurchase agreement borrowings
totaled $700,000.

The following tables represent certain information regarding Berkshire Bank’s retail repurchase agreements during the
years and at the dates indicated.

For the Years Ended December 31,

2002 2001 2000
(Dolliars in thousands)
Maximum amount of retail repurchase
agreements outstanding at any monthend $§ 1,830 s 2,340 A 2,980
Average retail repurchase agreements
outstanding 1,349 1,584 1,683
Weighted average rate paid on retail
repurchase agreements 1.72% 3.78% 5.88%
At December 31,
2002 2001 2000
{Dollars in thousands)
Balance outstanding at end of year S 700 3 1,890 $ 2,030
Weighted average rate on retail repurchase
agreements at end of year 1.59% 1.74% 6.00%

Trust Services

Berkshire Bank maintains the Asset Management/Trust Group as a department within Berkshire Bank which primarily
provides trust and investment services to individuals, partnerships, corporations and institutions and also acts as a fiduciary of
estates and conservatorships and as a trustee under various wills, trusts and other plans. The trust department allows Berkshire
Bank to provide investment opportunities and fiduciary services to both current and prospective customers. Consistent with
Berkshire Bank’s operating strategy, Berkshire Bank will continue to emphasize the growth of its trust service operations to grow
assets and increase fee-based income. Berkshire Bank has implemented several policies governing the practices and procedures
of the trust department, including policies relating to maintaining confidentiality of trust records, investment of trust property,
handling conflicts of interest, and maintaining impartiality. At December 31, 2002, the trust department managed 733 accounts
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with aggregate assets of $244.1 million, of which the largest relationship totaled $13.2 million, or 5.4%, of the trust department’s
total assets. Trust fees totaled $1.8 million for both 2002 and 2001.

Government Banking

In 1998, Berkshire Bank began offering full service government banking for cities, towns and municipal school districts
in western Massachusetis and southern Vermont. Berkshire Bank offers municipalities all aspects of financial advisory services
for the sale of notes and bonds, actively working with bond counsel, rating agencies, consulting agencies and bond buyers.
Additionally, Berkshire Bank offers a wide range of municipal deposit products and checking accounts, as well as the origination
of payroll accounts. At December 31, 2002, Berkshire Bank was working with approximately 60 municipal entities. For 2002,
government banking generated $180,000 of net fee income compared to $117,000 for 2001.

Personmnel
Asof December 31, 2002, Berkshire Bank had 245 full-time employees and 32 part-time employees. The employees are

not represented by a collective bargaining unit and the Bank will strive to continue its strong relationship with its employees.

Subsidiary Activities

The following are descriptions of Berkshire Bank’s active subsidiaries, all of which are wholly owncd except for Gold

Leaf Capital Corporation which is majority-owned. All subsidiaries are incorporated in Massachusetts and are indirectly owned
by Berkshire Hills.

G.B.S8.B., Inc. G.B.S.B., Inc. was established in August 1990 as a securities corporation to acquire and hold investment
securities of a type that are permissible for banks to hold under applicable law. In December 2002, G.B.S.B., Inc was dissolved

as assets totaling $14.5 million were transferred to Berkshire Bank and assets totaling $7.7 million were transferred to North
Street Securities Corporation.

North Street Securities Corporation. North Street Securities Corporation, (“North Street™) originally named GBSB
Leasing Corporation, was established in January 1984 to acquire and hold investment securities of a type that are permissible for
banks to hold under applicable law. North Street was qualified as a “securities corporation” for Massachusetts income tax
purposes. Income earned by a qualifying securities corporation is generally entitled to special tax treatment from Massachusetts
income tax. As of December 31, 2002, North Street had assets totaling $47.5 million, consisting primarily of municipal bonds,
corporate bonds and private label REMICs.

Gold Leaf Investment Services, Inc. Gold Leaf Investment Services, Inc., established in May 2000, began operations
during the first quarter of 2001. Gold Leaf Investment Services offers access to a full range of security brokerage services,
including financial planning, professional money management, stocks, bonds, mutual funds, and annuities. These services are
available through a partnership with UVEST Investment Services, a registered securities broker/dealer and member NASD/SIPC
and are available in all of the Bank’s branches.

Gold Leaf Insurance Agency, Inc. Gold Leaf Insurance Agency, Inc., established in May 2000, began operations during
the third quarter of 2000. Gold Leaf Insurance Agency offers a full line of products including automobile, home, business, and
life insurance.

Gold Leaf Capital Corporation. Gold Leaf Capital Corporation was established in April 2001 as a direct operating
subsidiary of the Bank intended to satisfy the requirements to qualify for treatment as a real estate investment trust (“REIT”). The
REIT was formed to invest in mortgage loans and mortgage-backed securities. Currently, Gold Leaf Capital has solely invested
in mortgage loans originated by Berkshire Bank.

Woodland Securities, Inc. Woodland Securities, Inc. (“Woodland”), originally named Woodland Realty, Inc., was
established in April 1995 to purchase, own, sell, develop and lease real property and personal property of all types. Inactive fora
number of years, Woodland converted to a Massachusetts securities corporation in 2002 to acquire and hold investment securities
of a type that are permissible for banks to hold under applicable law. As of December 31, 2002, Woodland had assets of $86.2
million consisting primarily of callable Agency securities and Agency REMICS.

Excluding Berkshire Bank, the following are descriptions of Berkshire Hills’ wholly owned active subsidiaries. All of
Berkshire Hills’ subsidiaries, including Berkshire Bank, are incorporated in Massachusetts.
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Berkshire Hills Funding Corporation. Berkshire Hills Funding Corporation was established in May 2000 as a general
purpose funding vehicle for Berkshire Hills. Outside of cash, its sole asset is a loan to Berkshire Bank’s Employee Stock

Ownership Plan (“ESOP”). The proceeds of such loan were used to fund the ESOP trustee’s purchase of Berkshire Hills common
stock.

Berkshire Hills Technology, Inc. Berkshire Hills Technology, Inc., was established in May 2001 to invest in, own, and
sell any type of business enterprise including, but not limited to, corporations and limited liability companies. In June 2001, along
with a consortium of five other financial institutions, Berkshire Hills Technology, Inc. announced its investment of $4.7 million in
EastPoint Technologies, LLC (“EastPoint”). The Company’s equity interest in EastPoint equals 60.3%. EastPoint, headquartered
in Bedford, New Hampshire, is a software and data processing provider for financial institutions.

Segment Reporting

Through its wholly-owned subsidiary, Berkshire Hills Technology, Inc., the Company owns a 60.3% equity interest in
EastPoint Technologies, LLC. Prior to the acquisition of EastPoint, management monitored the revenue streams of the various
products and services in evaluating the Company’s operations and financial performance. Accordingly, all of the Company’s
operations were considered by management tc be aggregated in one reportable operating segment. Subsequent to the acquisition
of EastPoint, the Company’s operations continue to be aggregated in one reportable segment, the Bank, except Berkshire Hills
Technology, Inc., which is evaluated on a stand-alone basis.

Information about reportable segments, and the reconciliation of such information to the consolidated financial
statements as of and for the years ended December 31, 2002 and 2001 follows:

2002
Berkshire Hilis Consolidated
Bank Technology, Inc. Totals

(In thousands)
Net interest income $ 64,128 S - $ 64,128
Depreciation and 1,813 601 2,414
Provision for loan losses 6,186 - 6,180
License fees - 6,991 6,991
Minority interest - (685) (685)
Profit (loss) 2,809 (1,040) 1,76%
Assets 1,837,047 8,571 1,045,618
Expenditures for additions to

premuses and equipment 1,642 426 1,468
2001
Berkshire Hills Consolidated
Bank Technology, Inc. Totals

{In thousands)
Net interest income $ 75,796 $ - 3 75,796
Depreciation and 1,769 312 2,081
Provision for loan losses 7,175 - 7,175
License fees - 3,465 3,465
Minority interest - (119) (119)
Profit (loss) 8,868 43 8,911
Assets 1,021,623 9,078 1,030,701
Expenditures for additions to

premises and equipment 2,147 1,806 3,953

The Company does not allocate income taxes to its segments, but rather, assigns all taxes to the Bank. Berkshire

Hills Technology’s results include only six months of fees and expenses for EastPoint in 2001 as compared to twelve months
in 2002 as EastPoint was purchased in June 2001.
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REGULATION AND SUPERVISION

General

As a savings and loan holding company, Berkshire Hills is required to file reports with, and otherwise comply with the
rules and regulations of, the Office of Thrift Supervision (“OTS”). As a savings bank chartered by the Commonwealth of
Massachusetts, Berkshire Bank is subject to extemsive regulation, examination and supervision by the Massachusetts
Commissicner of Banks, as its primary regulator, and the Federal Deposit Insurance Corperation, as the deposit insurer.
Berkshire Bank is a member of the Federal Home Loan Bank system and, with respect to deposit insurance, of the Bank Insurance
Fund managed by the Federza! Deposit Insurance Corporation. Berkshire Bank must file reports with the Commissioner of Banks
and the Federal Deposit Insurance Corporation concerning its activities and financial condition in addition to obtaining regulatory
approvals prior o entering intc certain transactions such as mergers with, or acquisitions of, other savings institutions. The
Commissioner of Banks and /or the Federal Deposit Insurance Corporation conduct periodic examinations to test Berkshire
Bank’s safety and scundness and compliance with various regulatory requirements. This regulation and supervision establishes a
comprehensive framework of activities in which an institution can engage and is intended primarily for the protection of the
insurance fund and depositors. The regulatory structure also gives the regulatory authorities extensive discretion in connection
with their supervisory and enforcement activities and examination policies, including policies with respect to the classification of
assets and the establishment of adequate loan loss reserves for regulatory purposes. Any change in such regulatory requirements
and policies, whether by the Commissioner of Banks, the Federal Deposit Insurance Corporation or Congress, could have a
material adverse impact on the Company, the Bank and their operations. Certain regulatory requirements applicable to Berkshire
Bank and to the Company are referred to below or elsewhere herein. The description of statutory provisions and regulations
applicable to savings institutions and their holding companies set forth in this Form 10-K does not purport to be a complete
description of such statutes and regulations and their effects on Berkshire Bank and Berkshire Hills.

Massachusetts Banking Laws and Supervision

Massachusetts’ savings banks are regulated and supervised by the Massachusetts Commissioner of Banks. The
Massachusetts Commissioner of Banks is required to regularly examine each state-chartered bank. The approval of the
Massachusetts Commissioner of Banks is required to establish or close branches, to merge with another bank, to form a holding
company, to issue stock or to undertake many other activities. Any Massachusetts bank that does not operate in accordance with
the regulations, policies and directives of the Massachusetts Commissioner of Banks may be sanctioned. The Massachusetts
Commissioner of Banks may suspend or remove directors or officers of a bank who have viclated the law, conducted a bank’s
business in 2 manner which is unsafe, unsound or contrary to the depositors’ interests, or been negligent in the performance of
their duties. In addition, the Massachusetts Comunissioner of Banks has the authority to appoint a receiver or conservator if it is
determined that the bank is conducting its business in an unsafe or unauthorized manner, and under certain other circumstances.

All Massachusetts-chartered savings banks are required to be members of the Depositors Insurance Fund and as such
must pay its assessments. The Depositors Insurance Fund is a private deposit insurer which insures all deposits in member banks
in excess of Federal Deposit Insurance Corporation deposit insurance limits. In addition, the Mutual Savings Central Fund acts as
a source of liquidity to its members in supplying them with low-cost funds, and purchasing qualifying obligations from them.

The powers which Massachusetts-chartered savings banks can exercise under these laws are summarized below.

Lending Activities. A Massachusetts-chartered savings bank may make a wide variety of mortgage loans including
fixed-rate loans, adjustable-rate loans, variable-rate loans, participation loans, graduated payment loans, construction and
development loans, condominium and cs-operative loans, second mortgage loans and other types of loans that may be made in
accordance with applicable regulations. Commercial loans may be made to corporations and other commercial enterprises with or
without security. Consumer and personal loans may also be made with or without security. Loans to individual borrowers
generally must be limited to 20% of the total of a bank’s capital accounts and stockholders’ equity.

Investments Authorized. Massachusetts-chariered savings banks have broad investment powers under Massachusetts
law, including so-called “leeway” authority for investments that are not otherwise specifically authorized. The investment powers
authorized under Massachusetts law are restricted by federal law to permit, in general, only investments of the kinds that would be
permitted for national banks. Berkshire Bank has authority to invest in all of the classes of loans and investments that are
permitted by its existing loan and investment policies.

Payment of Dividends. A savings bank may only pay dividends on its capital stock if such payment would not impair
the bank’s capital stock. No dividends may be paid tc stockholders of a bank if such dividends would reduce stockholders’ equity
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of the bank below the amount of the liquidation account required by Massachusetts conversion regulations. Additionally, the
Massachusetts Commissicner of Banks may restrict the payment of dividends by a bank if it was determined that such payment
would result in safety and soundness concerns.

Parity Regulation. Effective November 19, 2002, Massachusetts law was amended to increase the powers of
Massachusetts banks under certain conditions. As a result of such amendment, Massachusetts law permits a Massachusetts bank
to engage in any activity or offer any product or service if the activity, product or service is engaged in or offered in accordance
with regulations promulgated by the Massachusetts Commissioner of Banks and has been authorized for national banks, federal
thrifts or state banks in a state other than Massachusetts; provided that the activity is permissible under applicable federal and
Massachusetts law and subject to the same limitations and restrictions imposed on the national bank, federal thrift or out-of-state
bank that had previously been granted the power.

Assessments. Savings banks are required to pay assessments to the Commissioner of Banks to fund operations.
Assessments paid by Berkshire Bank for the fiscal year ended December 31, 2002 totaled $144,900.

Federal Regulations

Capital Regquirements. Under Federal Deposit Insurance Corporation regulations, federally insured state-chartered
banks that are not members of the Federal Reserve system (“state non-member banks”), such as Berkshire Bank, are required to
comply with minimum leverage capital requirements. For an institution determined by the Federal Deposit Insurance Corporation
to not be anticipating or experiencing significant growth and to be in general a strong banking organization, rated composite 1
under the Uniform Financial Institutions Ranking System established by the Federal Financial Institutions Examination Council,
the minimum capital leverage requirement is a ratio of Tier 1 capital to total assets of 3%. For all other institutions, the minimum
leverage capital ratio is not less than 4%. Tier 1 capital is the sum of common stockholders’ equity, non-cumulative perpetual
preferred stock (including any related surplus) and minority investments in certain subsidiaries, less intangible assets (except for
certain servicing rights and credit card relationships) and a percentage of certain nonfinancial equity investments.

Berkshire Bank must also comply with the Federal Deposit Insurance Corporation risk-based capital guidelines. The
Federal Deposit Insurance Corporation guidelines require state non-member banks to maintain certain levels of regulatory capital
in relation to regulatory risk-weighted assets. The ratio of regulatory capital to regulatory risk-weighted assets is referred to as
Berkshire Bank’s “risk-based capital ratio.” Risk-based capital ratios are determined by allocating assets and specified off-balance
sheet items to four risk-weighted categories ranging from 0% to 100%, with higher levels of capital being required for the
categories perceived as representing greater risk. For example, under the Federal Deposit Insurance Corporation’s risk-weighting
system, cash and securities backed by the full faith and credit of the U.S. Government are given a 0% risk weight, loans secured

by one- to four-family residential properties generally have a 50% risk weight and commercial loans have a risk weighting of
100%.

State non-member banks must maintain a minimum ratio of total capital to risk-weighted assets of at least 8%, of which
at least one-half must be Tier 1 capital. Total capital consists of Tier 1 capital plus Tier 2 or supplementary capital items, which
include allowances for loan losses in an amount of up to 1.25% of risk-weighted assets, cumulative preferred stock, a portion of

the net unrealized gain on equity securities and other capital instruments. The includable amount of Tier 2 capital cannot exceed
the amount of the institution’s Tier 1 capital.

The Federal Deposit Insurance Corporation Improvement Act required each federal banking agency to revise its
risk-based capital standards for insured institutions to ensure that those standards take adequate account of interest rate risk,
concentration of credit risk, and the risk of nontraditional activities, as well as o reflect the actual performance and expected risk
of loss on multi-family residential loans. The Federal Deposit Insurance Corporation, along with the other federal banking
agencies, has adopted a regulation providing that the agencies will take into account the exposure of a bank’s capital and
economic value to changes in interest rate risk in assessing a bank’s capital adequacy. Additionally, the Bank through its capital
management and risk assessment policies may determine to maintain capital levels in excess of its regulatory required minimums.
In this regard, with the recent performance and level of the Bank’s sub-prime automobile loan portfolio, management considers
the amount of such portfolios in determining the level of capital it believes to be adequate.

As a savings and loan holding company regulated by the Office of Thrift Supervision, Berkshire Hills is not, under
current law, subject to any prompt corrective action provisions.
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The following is a summary of Berkshire Bank’s regulatory capital at December 31, 2002:

GAAP Capital to Total Assets 11.50%
Total Capital to Risk-Weighted Assets 13.55%
Tier I Leverage Ratio 8.78%
Tier I to Risk-Weighted Assets 11.81%

Standards for Safety and Soundness. The federal banking agencies adopted regulations and Interagency Guidelines
Establishing Standards for Safety and Scundness to implement safety and soundness standards. The guidelines set forth the safety
and soundness standards that the federal banking agencies use to identify and address problems at insured depository institutions
befere capital becomes impaired. The guidelines address internal controls and information systems, internal audit system, credit
underwriting, loan documentation, interest rate risk exposure, asset growth, asset quality, earnings and compensation, and fees
and benefits. Ifthe appropriate federal banking agency determines that an institution fails to meet any standard prescribed by the

guidelines, the agency may require the insfitution to submit to the agency an acceptable plan to achieve compliance with the
standard.

Investment Activities

Under federal law, all state-chartered Federal Deposit Insurance Corporation insured banks, including savings banks,
have generally been limited to activities as principal and equity investments of the type and in the amount authorized for national
banks, notwithstanding state law. The Federal Deposit Insurance Corporation Improvement Act and the Federal Deposit
Insurance Corporation permit exceptions to these limitations. For example, state chartered banks, such as Berkshire Bank, may,
with Federal Deposit Insurance Corporation approval, continue to exercise state authority to invest in common or preferred stocks
listed on a national securities exchange or the Nasdaq National Market and in the shares of an investment company registered
under federal law. In addition, the Federal Deposit Insurance Corporation is authorized to permit such institutions to engage in
state authorized activities or investments that do not meet this standard {other than non-subsidiary equity investments) for
institutions that meet all applicable capital requirements if it is determined that such activities or investments do not pose a
significant risk to the Bank Insurance Fund. All non-subsidiary equity investments, unless otherwise authorized or approved by
the Federal Deposit Insurance Corporation, must have been divested by December 19, 1996, under a Federal Deposit Insurance
Corporation approved divestiture plan, unless such investments were grandfathered by the Federal Deposit Insurance Corporation.
Berkshire Bank received grandfathered authority from the Federal Deposit Insurance Corporation in February 1993 to invest in
listed stocks and/or registered shares. However, the maximuimn permissible investment is 100% of Tier 1 capital, as specified by
the Federal Deposit Insurance Corporation’s regulations, or the maximum amount permitted by Massachusetts law, whichever is
less. The Federal Deposit Insurance Corporation also required that Berkshire Bank provide prior notice to the agency if it
increases the holdings of listed stock and/or registered shares as a percentage of Tier 1 equity capital by 25%. Such grandfathered
authority may be terminated upon the Federal Deposit Insurance Corporation’s determination that such investments pose a safety
and soundress risk to Berkshire Bank or if Berkshire Bank converts its charter or undergoes a change in control. As of
December 31, 2002, Berkshire Bank had marketable equity securities including money market preferred stocks with a market
value of $19.6 millicn which were held under such grandfathering authority.

Interstate Banking and Branching

Beginning June 1, 1997, the Interstate Banking Act permitted the responsible federal banking agencies to approve
merger transactions between banks located in different states, regardless of whether the merger would be prohibited under the law
of the two states. The Interstate Banking Act also permitted a state to “opt in” to the provisions of the Interstate Banking Act
before June 1, 1997, and permitted a state to “opt out” of the provisions of the Interstate Banking Act by adopting appropriate
legislation before that date. Accordingly, beginning June 1, 1997, the Interstate Banking Act permitted a bank to acquire an
institution by merger in a state other than Massachusetts unless the other state had opted out of the Interstate Banking Act. The
Interstate Banking Act also authorizes de novo branching into another state if the host state enacts a law expressly permitting out
of state banks to establish such branches within its borders.

Prompt Corrective Regulatory Action

Federal law requires, among other things, that federal bank regulatory authorities take “prompt corrective action” with
respect to banks that do not meet minimum capital requirements. For these purposes, the law establishes five capital categories:
well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized.
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The Federal Deposit Insurance Corporation has adopted regulations to implement the prompt corrective action
Jegislation. An institution is deemed to be “well capitalized” if it has a total risk-based capital ratio of 10% or greater, a Tier 1
risk-based capital ratic of 6% or greater, and a leverage ratio of 5% or greater. An institution is “adequately capitalized” if ithasa
total risk-based capital ratio of 8% or greater, a Tier 1 risk-based capital ratio of 4% or greater, and generally a leverage ratio of
4% or greater. An institution is “undercapitalized” if it has a total risk-based capital ratio of less than 8%, a Tier 1 risk-based
capital ratio of less than 4%, or generally a leverage ratio of less than 4% (3% or less for institutions with the highest examination
rating). An institution is deemed to be “significantly undercapitalized” if it has a total risk-based capital ratio of less than 6%, a
Tier 1 risk-based capital ratio of less than 3%, or a leverage ratio of less than 3%. An institution is considered to be “critically
undercapitalized” if it has a ratio of tangible equity (as defined in the regulations) to total assets that is equal to or less than 2%.
As of December 31, 2002, Berkshire Bank met the conditions to be classified a “well capitalized” institution.

“Undercapitalized” banks must adhere to growth, capital distribution (including dividend) and other limitations and are
required to submit a capital restoration plan. No institution may make a capital distribution, including payment as a dividend, if it
would be “undercapitalized” after the payment. A bank’s compliance with such plan is required to be guaranteed by any
company that controls the undercapitalized institution in an amount equal to the lesser of 5% of the institution’s total assets when
deemed undercapitalized or the amount necessary to achieve the status of adequately capitalized. If an “undercapitalized” bank
fails to submit an acceptable plan, it is treated as if it is “‘significantly undercapitalized.” “Significantly undercapitalized” banks
must comply with one or more of a number of additional restrictions, including but not limited to an order by the Federal Deposit
Insurance Corporation to sell sufficient voting stock to become adequately capitalized, requirements to reduce total assets and
cease receipt of deposits from correspendent banks or dismiss directors or officers, and restrictions on interest rates paid on
deposits, compensation of executive officers and capital distributions by the parent holding company. “Critically
undercapitalized” institutions must comply with additional sanctions including, subject tc a narrow exception, the appointment of
a receiver or conservator within 270 days after it obtains such status.

Transactions with Affiliates

Under current federal law, transactions between depository institutions and their affiliates are governed by Sections 23A
and 23B of the Federal Reserve Act. In a holding company context, at a minimum, the parent holding company of a savings bank
and any companies which are controlied by such parent holding company are affiliates of the savings bank. Generally, Section
23A limits the extent to which the savings bank or its subsidiaries may engage in “covered transactions” with any one affiliate to
10% of such savings bank’s capital stock and surplus, and contains an aggregate limit on all such transactions with all affiliates to
20% of capital stock and surplus. The term “covered transaction” includes, among other things, the making of loans or other
extensions of credit to an affiliate and the purchase of assets from an affiliate. Section 23A alsc establishes specific collateral
requirements for loans or extensions of credit to, or guarantees, acceptances on letters of credit issued on behalf of an affiliate.
Section 23B requires that covered transactions and a broad list of other specified transactions be on terms substantially the same,
or no less favorable, to the savings bank or its subsidiary as similar transactions with non-affiliates.

Further, federal law restricts an institution with respect to loans to directors, executive officers, and principal
stockholders (“insiders”). Loans to insiders and their related interests may not exceed, together with all other outstanding loans to
such persons and affiliated entities, the institution’s total capital and surplus. Loans to insiders above specified amounts must
receive the prior approval of the board of directors. Further, loans to insiders must be made on terms substantially the same as
offered in comparable transactions to other persons, except that such insiders may receive preferential loans made under a benefit
or compensation program that is widely available to Berkshire Bank’s employees and does not give preference to the insider over
the employees. Federal law places additional limitations on loans to executive officers.

Enforcement

The Federal Deposit Insurance Corporation has extensive enforcement authority over insured savings banks, including
Berkshire Bank. This enforcement authority includes, among other things, the ability to assess civil money penalties, to issue
cease and desist orders and to remove directors and officers. In general, these enforcement actions may be initiated in response to
violations of laws and regulations and unsafe or unsound practices.

The Federal Deposit Insurance Corporation has authority under federal law to appoint a conservator or receiver for an
insured bank under limited circumstances. The Federal Deposit Insurance Corporation is required, with certain exceptions, to
appoint a receiver or conservator for an insured state non-member bank if that bank was “critically undercapitalized” on average
during the calendar quarter beginning 270 days after the date on which the institution became “critically undercapitalized.” (See
Prompt Corrective Regulatory Action) The Federal Deposit Insurance Corporation may also appoint itself as conservator or
receiver for an insured state non-member institution under specific circumstances on the basis of the institution’s financial
condition or upon the occurrence of other events, including: (1) insolvency; (2) substantial dissipation of assets or earnings
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through viclations of law or unsafe or unsound practices; (3) existence of an unsafe or unsound condition to transact business; and
(4) insufficient capital, or the incurring of losses that will deplete substantially all of the institution’s capital with no reasonable
prospect of replenishment without federal assistance.

Insurance of Deposit Accounts

The Federal Deposit Insurance Corporation has adopted a risk-based insurance assessment system. The Federal Deposit
Insurance Corporation assigns an institution to one of three capital categories based on the institution’s financial informaticn
consisting of (1) well capitalized, (2) adequately capitalized or (3) undercapitalized, and one of three supervisory subcategories
within each capita] group. The supervisory subgroup to which an institution is assigned is based on a supervisory evaluation
provided to the Federal Deposit Insurance Corporation by the institution’s primary federal regulator and information which the
Federal Deposit Insurance Corperation determines to be relevant to the institution’s financial condition and the risk posed to the
deposit insurance funds. An institution’s assessment rate depends on the capital category and supervisory category to which it is
assigned. Assessment rates for insurance fund deposits currently range from 0 basis points for the strongest institution to 27 basis
points for the weakest. Bank Insurance Fund members are also required to assist in the repayment of bonds issued by the
Financing Corporation in the late 1980s to recapitalize the Federal Savings and Loan Insurance Corporation. Effective January 1,
2000, full pro rata sharing of the payments between Bank Insurance Fund members and Savings Association Insurance Fund
members commenced. The Federal Deposit Insurance Corporation is authorized to raise the assessment rates. The Federal
Deposit Insurance Corporation has exercised this authority several times in the past and may raise insurance premiums in the
future. If such action is taken by the Federal Deposit Insurance Corporation, it could have an adverse effect on the earnings of
Berkshire Bank.

The Federal Deposit Insurance Corporation may terminate insurance of deposits if it finds that the institution is in an
unsafe or unsound condition to continue operations, has engaged in unsafe or unsound practices, or has violated any applicable
law, regulation, rule, order or condition imposed by the Federal Deposit Insurance Corporation. The management of the Bank
does not know of any practice, condition or violation that might lead tc termination of deposit insurance.

Berkshire Bank, as a member of the Depositors Insurance Fund, is also subject to its assessments. See “- Massachusetts
Banking Laws and Supervision.”

Federal Reserve System

The Federal Reserve Board regulations require depository institutions to maintain noninterest-earning reserves against
their transaction accounts (primarily NOW and regular checking accounts). The Federal Reserve Board regulations currently
require that reserves be maintained against aggregate transaction accounts as follows: for that portion of transaction accounts
aggregating $42.1 million less an exemption of $6.0 million (which may be adjusted by the Federal Reserve Board) the reserve
requirement is 3%; and for accounts greater than $42.1 million, the reserve requirement is $1.1 million plus 10% (which may be
adjusted by the Federal Reserve Board between 8% and 14%) of the portion in excess of $42.1 million. Berkshire Bank is in
compliance with these requirements.

Community Reinvestment Act

Under the Community Reinvestment Act, as implemented by Federal Deposit Insurance Corporation regulations, a state
non-member bank has a continuing and affirmative obligation consistent with its safe and sound operation to help meet the credit
needs of its entire community, including low and moderate-income neighborhoods. The Community Reinvestment Act neither
establishes specific lending requirements or programs for financial institutions nor limits an institution’s discretion to develop the
types of products and services that it believes are best suited to its particular community. The Community Reinvestment Act
requires the Federal Depesit Insurance Corporation, in connection with its examination of an institution, to assess the institution’s
record of meeting the credit needs of its community and te consider such record when it evaluates applications made by such
institution. The Community Reinvestment Act requires public disclosure of an institution’s Community Reinvestment Actrating.
Berkshire Bank’s latest Community Reinvestment Act rating received from the Federal Deposii Insurance Corporation was
“Outstanding.”

Berkshire Bank is also subject to similar obligations under Massachusetts law which has an additional CRA rating
category. The Massachusetts Community Reinvestment Act requires the Massachusetts Banking Commissioner to consider a
bank's Massachusetts Community Reinvestment Act rating when reviewing a bank’s application to engage in certain transactions,
including mergers, asset purchases and the establishment of branch offices or automated teller machines, and provides that such
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assessment may serve as a basis for the denial of such application. Berkshire Bank’s latest Massachusetts Community
Reinvestment Act rating received from the Massachusetts Division of Banks was *“Cutstanding.”

Federal Home Loan Bank System

The Bank is a member of the Federal Home Loan Bank system, which consists of 12 regional Federal Home Loan
Banks. The Federal Home Loan Bank provides a ceniral credit facility primarily for member institutions. Berkshire Bank, asa
member of the Federal Home Loan Bank of Boston, is required to acquire and hold shares of capital stock in the Federal Home
Loan Bank of Boston in an amount at least equal to 1% of the aggregate principal amount of its unpaid residential mortgage loans
and similar obligations at the beginning of each year, or 1/20 of its advances (borrowings) from the Federal Home Loan Bank of

Boston, whichever is greater. Berkshire Bank was in compliance with this requirement with an investment in Federal Home Loan
Bank of Boston stock at December 31, 2002 of $7.4 million.

The Federal Home Loan Banks are required io provide funds for certain purposes including contributing funds for
affordable housing programs. These requirements could reduce the amount of dividends that the Federal Home Loan Banks pay
to their members and result in the Federal Home Loan Banks imposing a higher rate of interest on advances to their members. For
the years ended 2002, 2001, 2000, 1999 and 1998, cash dividends from the Federal Home Loan Bank of Boston to Berkshire
Bank amounted to approximately $283,300, $303,600, $332,700, $180,900 and $163,600, respectively. Further, there can be no
assurance that the impact of recent or future legislation on the Federal Home Loan Banks will not also cause a decrease in the
value of the Federal Home Loan Bank stock held by the Bank.

Holding Company Regulation

Federal law allows a state savings bank that qualifies as a “Qualified Thrift Lender,” discussed below, to elect to be
treated as a savings association for purposes of the savings and loan holding company provisions of federal law. Such election
allows its holding company to be regulated as a savings and loan holding company by the Office of Thrift Supervision rather than
as a bank holding company by the Federal Reserve Board. Berkshire Bank made such election and the Company is a non-
diversified savings and loan holding company within the meaning of federal law. As such, the Company is registered with the
Office of Thrift Supervision and has adhered to the Office of Thrift Supervision’s regulations and reporting requirements. In
addition, the Office of Thrift Supervision may examine and supervise the Company and the Office of Thrift Supervision has
enforcement authority over the Company and its non-savings institution subsidiaries. Among other things, this authority permits
the Office of Thrift Supervision to restrict or prohibit activities that are determined to be a serious risk to the subsidiary savings
institution. Additionally, Berkshire Bank is required to notify the Office of Thrift Supervision at least 30 days before declaring
any dividend to the Company. By regulation, the Office of Thrift Supervision may restrict or prohibit the Bank from paying
dividends.

As a unitary savings and loan holding company, the Company is generally not restricted as to the types of business
activities in which it could engage. The Gramm-Leach-Bliley Act of 1999 expanded the authority of bank holding companies to
affiliate with other financial services companies such as insurance companies and investment banking companies. The Gramm-
Leach-Bliley Act, however, provided that unitary savings and loan holding companies may only engage in activities permitted to
a financial holding company under the legislation and those permitted for a multiple savings and loan holding company. Unitary
savings and loan companies existing prior to May 4, 1999, such as the Company, were grandfathered as to the unrestricted
activities. Upon any non-supervisory acquisition by the Company of another savings association as a separate subsidiary, the
Company would become a multiple savings and loan holding company. Federal law limits the activities of a multiple savings and
loan holding company and its non-insured institution subsidiaries primarily to activities permissible for bank holding companies
under Section 4(c)(8) of the Bank Holding Company Act, provided the prior approval of the Office of Thrift Supervision is
obtained, and to other activities authorized by Office of Thrift Supervision regulation and to those permitted for financial holding
companies. Multiple savings and loan holding companies are generally prohibited from acquiring or retaining more than 5% of a
non-subsidiary company engaged in activities other than those permitted by federal law.

Federal law prohibits a savings and loan holding company from, directly or indirectly, acquiring more than 5% of the
voting stock of another savings association or savings and loan holding company or from acquiring such an institution or
company by merger, consolidation or purchase of its assets, without prior written approval of the Office of Thrift Supervision. In
evaluating applications by holding companies to acquire savings associations, the Office of Thrift Supervision considers the
financial and managerial resources and future prospects of the Company and the institution involved, the effect of the acquisition
on the risk to the insurance funds, the convenience and needs of the community and competitive factors.

The Office of Thrift Supervision is prohibited from approving any acquisition that would result in a multiple savings and
loan holding company controlling savings institutions in more than one state, except for (1) interstate supervisory acquisitions by
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savings and loan holding companies; and (2) the acquisition of a savings institution in another state if the laws of the state of the
target savings institution specifically permit such acquisitions.

To be regulated as a savings and loan holding company by the Office of Thrift Supervision (rather than as a bank holding
company by the Federal Reserve Board), the Bank must qualify as a Qualified Thrift Lender. To qualify as a Qualified Thrift
Lender, the Bank must maintain compliance with the test for a “domestic building and loan association,” as defined in the Internal
Revenue Code, or with a Qualified Thrift Lender Test. Under the Qualified Thrift Lender Test, a savings institution is required to
maintain at least 65% of its “portfolic assets” (total assets less: (1) specified liquid assets up to 20% of total assets; (2) intangibles,
including goodwill; and (3) the value of property used to conduct business) in certain “qualified thrift investments” (primarily
residential mortgages and related investments, including certain mortgage-backed and related securities) in at least 9 months out

of each 12 month period. As of December 31, 2002, Berkshire Bank maintained 79.6% of its portfolio assets in qualified thrift
investments.

Massachusetts Holding Company Regulation. In addition to the federal holding company regulations, 2 bank holding
company organized or doing business in Massachusetts must comply with any regulation under the Massachusetts law. The term
“bank holding company,” for the purposes of Massachusetts law, is defined generally to include any company which, directly or
indirectly, owns, controls or holds with power to vote more than 25% of the voting stock of each of two or more banking
institutions, including commercial banks and state co-operative banks, savings banks and savings and lcan associations and
national banks, federal savings banks and federal savings and loan associations. In general, a holding company controlling,
directly or indirectly, only one banking institution will not be deemed to be a bank holding company for the purposes of
Massachusetts law. Under Massachusetts law, the prior approval of the Board of Bank Incorporation is required before: any
company may become a bank holding company; any bank holding company acquires direct or indirect ownership or control of
more than 5% of the voting stock of, or all or substantizily all of the assets of, a banking institution; or any bank holding company
merges with another bank holding company. Although the Company is not a bank holding company for purposes of
Massachusetts law, any future acquisition of swnership, control, or the power to vote 25% or more of the voting stock of another
banking institution or bank holding company would cause it to become such. The Company has no current plan or arrangement
to acquire ownership or control, directly or indirectly, of 25% or more of the voting stock of another banking institution.

Federal Securities Laws

The Company’s comimon stock is registered with the Securities and Exchange Commission under the Exchange Act. The

Company is subject to the information, proxy solicitation, insider trading restrictions and other requirements under the Exchange
Act.

The registration under the Securities Act of shares of common stock does not cover the resale of such shares. Shares of
the common stock purchased by persons who are not affiliates of the Company may be resold without registration. The resale
restrictions of Rule 144 under the Securities Act govern shares purchased by an affiliate of the Company. If the Company meets
the current public information requirements of Rule 144 under the Securities Act, each affiliate of the Company who complies
with the other conditions of Rule 144 (including those that require the affiliate’s sale to be aggregated with those of other persons)
would be able to sell in the public market, without registration, a number of shares not to exceed, in any three-month pericd, the
greater of (1) 1% of the outstanding shares of the Company or (2) the average weekly volume of trading in such shares during the
preceding four calendar weeks. Provision may be made in the future by the Company to permit affiliates to have their shares
registered for sale under the Securities Act under specific circumstances.

FEDERAL AND STATE TAXATION ON INCOME

Federal Income Taxation

General. The Company and Berkshire Bank report their income on a calendar year basis using the accrual method of
accounting. The federal income tax laws apply to the Company and Berkshire Bank in the same manner as to other corporations
with some exceptions, including particularly Berkshire Bank’s reserve for bad debts discussed below. The following discussion
of tax matters is intended only as a summary and does not purport tc be a comprehensive description of the tax rules applicable to
Berkshire Bank or the Company. Berkshire Bank’s federal income tax returns have been either audited or closed under the statute
of limitations through tax year 1999. For its 2002 tax year, Berkshire Bank’s maximum federal income tax rate was 35%.

Bad Debt Reserves. For fiscal years beginning before December 31, 1995, thrift institutions which qualified under
certain definitional tests and other conditions of the Internal Revenue Code of 1986, as amended, were permitted to use certain
favorable provisions to calculate their deductions from tzxable income for annual additions to their bad debt reserve. A reserve
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could be established for bad debts on qualifying real property loans, generally secured by interests in real property improved or to
be improved, under the percentage of taxable income method or the experience method. The reserve for non-qualifying loans was
computed using the experience method.

Federal legislation enacted in 1996 repealed the reserve method of accounting for bad debts and the percentage of
taxable income method for tax years beginning after 1995 and required savings institutions to recapture or take intc income
certain portions of their accumulated bad debt reserves. Approximately $844,000 of the Bank’s accumulated bad debt reserves

would not be recaptured into taxable income unless the Bank makes a “nondividend distribution” to the Company as described
below.

Distributions. If the Bank makes “nondividend distributions” to the Company, they will be considered to have been
made from the Bank’s unrecaptured tax bad debt reserves, including the balance of its reserves as of December 31, 1987, to the
extent of the “nondividend distributions,” and then from the Bank’s supplemental reserve for losses on loans, to the extent of
those reserves, and an amount based on the amount distributed, but not more than the amount of those reserves, will be included
in the Bank’s taxable income. Nondividend distributions include distributions in excess of the Bank’s current and accumulated
earnings and profits, as calculated for federal income tax purposes, distributions in redemption of stock, and distributions in

partial or complete liquidation. Dividends paid out of the Bank’s current or accumulated earnings and profits will not be so
included in the Bank’s taxable income.

The amount of additional taxable income triggered by a nondividend is an amount that, when reduced by the tax
attributable to the income, is equal to the amount of the distribution. Therefore, if the Bank makes a nondividend distribution to
the Company, approximately one and one-half times the amount of the distribution not in excess of the amount of the reserves
would be includable in income for federal income tax purposes, assuming a 35% federal corporate income tax rate. The Bank
does not intend to pay dividends that would result in a recapture of any portion of its bad debt reserves.

State Taxation

Massachusetts Taxation. The Massachusetts excise tax rate for savings banks is currently 10.5% of federal taxable
income, adjusted for certain items. Taxable income includes gross income as defined under the Internal Revenue Code, plus
interest from bonds, notes and evidences of indebtedness of any state, including Massachuseits, less deductions, but not the
credits, allowable under the provisions of the Internal Revenue Code, except no deduction is allowed for taxes paid to the state
which are based on income. Carryforwards and carrybacks of net operating losses are not allowed.

A financial institution or business corporation is generally entitled to special tax treatment as a “securities corporation,”
provided that: (a) its activities are limited to buying, selling, dealing in or holding securities on its own behalf and not as a broker;
and (b) it has applied for, and received, classification as a “securities corporation” by the Commissioner of the Massachusetts
Department of Revenue. A securities corporation that is also a bank holding company under the Code must pay a tax equal to
0.33% of its gross income. A securities corporation that is not a bank holding company under the Code must pay a tax equal to
1.32% of its gross income. Two of the Bank’s subsidiaries, North Street Securities Corporation and Woodland Securities, Inc.,
are Massachusetts securities corporations.

In November 2002, the Bank received a “Notice of Intent to Assess” from the Commonwealth of Massachusetts
Department of Revenue (“DOR”) and, subsequently, in January 2003, received a “Notice of Assessment.” The notices indicate
that the Bank owes approximately $770,000 in additional state taxes, including interest, for the tax year ended December 31,
2001, related to the denial by the DOR of the Bank's claim of a dividends received deduction for dividends received from the

Bank’s real estate investment trust (“REIT”) subsidiary. There is no possible assessment relating to the December 31, 2002 returm
due to the loss incurred by the Bank on a separate company basis.

The DOR contends that dividend distributions by the Bank’s subsidiary, Gold Leaf Capital Corp. (the “Subsidiary™) to
the Bank are fully taxable in Massachusetts. The Bank believes that the Massachusetts statute that provides for a dividends
received deduction equal to 95% of certain dividend distributions applies to the distributions made by the Subsidiary to the Bank.
Accordingly, no provision has been made in the Bank’s consolidated financial statements for the amounts assessed or additional
amounts that might be assessed in the future. The Bank has appealed the assessment and will pursue all available means to defend
its position. Assessed amounts ultimately paid, if any, would be deductible expenses for federal income tax purposes.

In January 2003, legislation was proposed in Massachusetts, which prohibits use of the 95% dividends received
deduction when the dividends are received from a REIT, effective for the tax years beginning in 1999. On March 5, 2003, the
Govemnor of Massachusetts signed the legislation. As a result, the Company has ceased recording tax benefits associated with the
dividends received deduction effective for the 2003 tax year and accrued $513,000, representing the amount of tax benefits
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realized by the Company through the dividends received deduction through the 2002 tax year. Such amount includes interest
assessed by the Massachusetts Departinent of Revenue through December 31, 2002. The Company intends to vigorousty appeal
the retroactive nature of the provision.

Delaware Taxation. As a Delaware holding company not earning income in Delaware, the Company is exempt from

Delaware corporate income tax but is required to file an annual report with and pay an annual franchise tax to the State of
Delaware.

Company Website and Availability of Securities and Exchange Commission Filings

The Company’s Internet website is www.berkshirebank.com. The Company makes available free of charge on or
through its website, its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any
amendments to those reports filed or furnished pursuant to Section 13(a) or 1 5(d) of the Securities Exchange Actof 1934 as soon

as reasonably practicable after the Company electronically files such material with, or furnishes it to, the Securities and Exchange
Commission.

ITEM 1A. EXECUTIVE OFFICERS CF THE REGISTRANT

The following table sets forth certain information regarding the executive officers of Berkshire Hills and/or Berkshire

Bank.
Name AgetV Position
Michael P. Daly 41 President and Chief Executive Officer
Robert A, Wells 63 Chairman of the Board
Charles F. Plungis, Jr. 51 Senior Vice President, Chief Financial Officer and Treasurer®
Wayne F. Patenaude 42 Senior Vice President, Chief Financial Officer and Treasurer!”)
Gayle P. Fawcett 50 Senior Vice President of Retail Banking and Operations of Berkshire

Bank

(1} Asof December 31, 2002

(2) Mr. Plungis has retired as Senior Vice President, Chief Financial Officer and Treasurer, effective on February 28, 2003. Berkshire
Hills and Berkshire Bank have named Mr. Patenaude as his successor, effective March 1, 2003.

The executive officers are elected annually and hold office until their successors have been elected and qualified or until
they are removed or replaced.

Biographical Information

Michael P. Daly serves as President and Chief Executive Officer of the Company and Berkshire Bank. Before being
named to this position, Mr. Daly served as Executive Vice President and Senior Loan Officer of Berkshire Bank and Executive
Vice President of the Company and Senior Vice President of Commercial Banking.

Robert A. Wells is Chairman of the Board of the Company and Berkshire Bank.

Charles F. Plungis, Jr. was Senior Vice President, Chief Financial Officer and Treasurer of the Company and Berkshire
Bank until his retirement effective February 28, 2003.

Wayne F. Patenaude will be Senior Vice President, Chief Financial Officer and Treasurer of the Company and Berkshire
Bank, effective March 1, 2003. Mr. Patenaude served as Executive Vice President, Chief Financial Officer and Treasurer of
American Savings Bank, located in New Britain, Connecticut, from 1999 until American Savings Bank’s acquisition by
Banknorth, N.A. on February 14, 2003. Prior to working for American, Mr. Patenaude was the Chief Financial Officer and
Treasurer of Scuthington Savings Bank located in Southington, Connecticut from 1998 to 1999. Mr. Patenaude was Senior Vice
President and Chief Financial Officer of Glastonbury Bank & Trust Company from 1991 to 1998.

Gayle P. Fawcett is Senior Vice President of Retail Banking and Operations of Berkshire Bank.
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ITEM 2. PROPERTIES

The Company and the Bank currently conducts their business through the main office located in Pittsfield, Massachuseits,
and 11 other full service banking offices and one other facility listed below. The Company and the Bank believe that their
facilities are adequate to meet their present and immediately foreseeable needs.

Net Book Value
of Property
Lease Original Year Date of or Leasehold
Or Leased Lease Improvements at
Location Own or Acquired Expiration December 31, 2002

(In thousands)
Main Office

24 North Street
Pittsfield, Massachusetts Own 1898 — $1,640

Banking Offices

244 Main Street
Great Barrington, Massachusetts Own 1950 —_ 673

103 North Main Street

Sheffield, Massachusetts Own 1966 — 193
Old Town Hall
43 East Street Lease 1969 2030 472

Pittsfield, Massachusetts
2 Depot Street

W. Stockbridge, Massachusetts Own 1975 — 89
165 Elm Street

Pittsfield, Massachusetts Own 1977 — 281
255 Stockbridge Road

Great Barrington, Massachusetts Own 1985 — 233
37 Main Street )

North Adams, Massachusetts Lease 1985 2005 344
| Park Street

Lee, Massachusetts Own 1991 — 208
32 Main Street

Stockbridge, Massachusetts Own 1991 — 275
66 West Street @

Pittsfield, Massachusetts Lease 1998 2009 91

Allendale Shopping Center

39 Cheshire Road 3)
L
Pittsfield, Massachusetts case 2001 2021 b2
Other Office
4
66 Allen Street( ) Own 1999 — 2,210

Pittsfield, Massachusetts

(1) Berkshire Bank has one option to renew for ten years.

(2) Berkshire Bank has two options to renew each for an additional five-year period.

(3) Berkshire Bank has four options to renew each for an additional five-year period.

(4) This facility houses Berkshire Bank’s Commercial Lending Division, Investment Department, Asset Management/Trust Department
and Government Banking Program.
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ITEM 3. LEGAL PROCEEDINGS

Periodically, there have been various claims and lawsuits involving Berkshire Bank, such as claims to enforce liens,
condemnation proceedings on properties in which the Bank holds security interests, claims involving the making and servicing of
real property loans and other issues incident to the Bank’s business. The Company is not a party to any pending legal proceedings
that it believes would have a material adverse effect on the financial condition or operations of the Company.

ITEM 4. SUBMISSICN OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
PART 1I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

The Common Stock is traded on the American Stock Exchange under the symbol “BHL.” As of February 25,2003, the
Company had approximately 987 holders of record. The following table sets forth, for the quarters indicated, the daily closing
high and low sales price for the Common Stock and the dividends paid. The Company is subject to the requirements of Delaware
law, which generally limits dividends to an amount equal to the excess of the net assets of the Company (the amount by which

total assets exceed total liabilities) over its statutory capital or, if there is no excess, to its net profits for the current and/or
immediately preceding fiscal year.

For the Year Ended December 31, 2002

4th Quarter 3rd Quarter 2nd Quarter ist Quarter
High S 25.25 S 27.25 3 26.20 S 22.08
Low $ 22.94 $ 20.99 3 21.98 S 19.65
Dividend Paid 5 0.12 3 0.12 $ 0.12 S 0.12

For the Year Ended December 31, 2001

4th Quarter 3rd Quarter 2nd Quarter 1st Quarter
High $ 20.25 3 19.90 3 18.75 $ 18.65
Low b 17.85 3 16.75 3 17.10 3 15.13
Dividend Paid 3 0.11 $ 0.11 h 0.11 $ 0.10
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ITEM 6. SELECTED FINANCIAL DATA

The Company has derived the following selected consolidated financial and other data of the Company and Berkshire
Bank in part from the consolidated financial statements and notes appearing elsewhere in this Form 10-K. The data as of December
31,2002, 2001 and 2000 are derived from the audited consolidated financial statements for Berkshire Hills Bancorp and Berkshire

Bank. The data as of December 31, 1999 and 1998 and for the years then ended are derived from the audited consolidated
financial statements of Berkshire Bancorp and Berkshire Bank.

At or For the Years Ended December 31,
2002 2001 2000 1999 1998
(In thousands, except per share data)

Selected Financial Data:
Total assets $ 1,045,618 $ 1,030,701 $ 1,011,340 $ 841651 $ 780,289
Loans, net 712,714 791,920 783,405 665,554 599,171
Investment securities:
Available for sale 173,169 104,446 99,309 93,084 93,774
Held to maturity 44,267 33,263 32,238 17,014 23,780
Federal Home Loan Bank stock 7,440 7,027 5,651 3843 2,547
Savings Bank Life Insurance stock 2,043 2,043 2,043 2,043 2,043
Deposits'”’ 782,360 742,729 729,594 680,767 647,122
Federal Home Loan Bank advances 133,002 133,964 101,386 58,928 29,590
Repurchase agreements 700 1,80 2,030 1,120 7,000
Total stockholders’ equity 120,240 139,323 161,322 88,352 84,201
Real estate owned 1,560 - 50 220 398
Nonperforming loans 3,741 2,702 2,869 2,841 3,490
Selected Operating Data:
Total interest and dividend income $ 64,128 $ 75,796 3 71,018 $ 58,468 $ 52,495
Total interest expense 23,428 33,560 33,468 26,922 24,182
Net interest income 40,700 42,236 37,550 31,546 28,313
Provision for loan losses 6,180 7,175 3,170 3,030 2,055
Net interest income after provision
for loan losses 34,520 35,061 34,380 28516 26,258
Noninterest mcome:
Service charges and fees 4,469 4187 3,743 3,405 2,568
Gain on sales and dispositions of
securities, net 14,470 268 423 491 425
Loss on sale of loans (10,702) - - - -
Other” 5,181 6,093 580 402 300
Total noninterest mcome 13,418 10,548 4,746 4298 3,293
Total noninterest expense 45,807 32,349 32,184 25,196 22,359
Income before income taxes 2,131 13,260 6,942 7,618 7,192
Income taxes 362 4,349 2,360 1,995 2,768
Net income S 1,769 . $ 8911 N 3 4,58L ;$ 5,623 . $ 4,424
Dividends per share $ 0.48 $ 043 $ 0.10 N/A NA
Eamings per share
Basic $ 0.33 $ 1.42 N/A NA N/A
Diluted $ 0.30 3 1.35 N/A N/A NA
Book value per share $ 19.66 $ 21.68 $ 21.02 N/A NA
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Selected Operating Ratios and Other Data®:
Performance Ratios:
Averzage yield on interest-eaming assets
Average rate paid on interest-bearing
liabilities
Interest rate spread“)
Net mterest margin(s)
Interest-bearing assets to interest-bearing
liabilities
Net interest mcome after provision for loan
losses to noninterest expense
Noninterest expense as a percent of

average assets

6
Retumn on average assets®

Retum on average equitym
Average equity to average assets
Dividend payout ratio®™
Efficiency ratio®
Regulatory Capital Ratios:
Tier 1 capital to average assets

Total capital to risk-weighted assets
Asset Quality Ratios:

Nonperforming loans as a percent of total

loans( 19

Nonperforming assets as a percent of total

assets(”)

Allowance for loan losses as a percent of
total loans

Allowance for loan losses as a percent of
nonperforming loans

Net loans charged-off as a percent of
mterest-eaming loans

At or For the Years Ended December 31,

2002 2001 2000 1959 1998
6.49% 7.80% 8.04% 7.65% 7.83%
2.85 4.25 4.64 4.15 4.36
3.64 3.55 3.40 3.50 347
4.12 435 425 4.13 422

120.33 123.04 122.53 117.75 120.94
75.36 108.39 106.82 113.18 11744
4.36 313 344 3.09 3.19
0.17 0.86 0.49 0.69 0.63
130 574 372 6.51 5.56
12.95 15.00 13.15 10.59 11.34
145.45 30.28 N/A N/A N/A
77.27 61.60 76.86 71.27 N
10.05 102 14.54 791 179
15.21 15.73 20.15 12.90 13.04
0.52 034 0.36 042 0.58
0.50 0.26 0.29 0.36 0.50
1.43 1.37 1.29 1.27 1.25
275.54 408.36 356.08 360.39 21745
0.96 0.79 0.19 0.31 0.09

(1}  Includes morigagors’ escrow accounts.

(2)  Consists primarily of Berkshire Hills Technology’s revenues in 2002 and 2001. Berkshire Hills Technology did not exist prior

to 2001,

{3)  Regulatory Capital and Asset Quality Ratios are end of period ratios. Performance Ratios are based on daily averages.
(4)  Difference between weighted average yield on interest-earning assets and weighted average cost of interest-bearing liabilities.
(5)  Net interest income as a percentage of average interest-earning assets.

{6)  Netincome divided by average total assets.
(7)  Netincome divided by average total equity.

(8)  Dividends per share divided by basic earmnings per share. Comparable figures for 2000, 1999 and 1998 are not available as the

Company began paying dividends in the fourth quarter of 2000.

(9)  Operating expenses divided by net interest income plus other income, less gain on sale of securities plus losses on sale of

loans. For purposes of the 2002 computation, the severance payments of $6.9 million were deducted from operating expenses.
(18) Nonperforming loans consist of nonaccrual loans.
{11} Nonperforming assets consist of nanaccrual loans and real estate owned.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

General
Management’s discussion and analysis of financial condition and resulis of operations is intended to assist in

understanding the financial condition and results of operations of the Company. The information contained in this section should
be read in conjunction with the consolidated financial statements and accompanying notes contained in this report.

Forward-Looking Statements

This Annual Report on Form 10-K contains certain forward-looking statements which are based on certain assumptions
and describe future plans, strategies and expectations of the Company. These forward-looking statements are generally identified
by use of the words “believe,” “expect,” “intend,” “anticipate,” “estimate,” “project,” or similar expressions. The Company’s
ability to predict results or the actual effect of future plans or strategies is inherently uncertain. Factors which could have a
material adverse effect on the operations of the Company and the subsidiaries include, but are not limited to, changes in interest
rates, general economic conditions, legislative/regulatory changes, monetary and fiscal policies of the U.S. Government, including
policies of the U.S. Treasury and the Federal Reserve Board, the quality or composition of the loan or investment portfolios,
demand for loan products, deposit flows, competition, demand for financial services in the Company’s market area and
accounting principles and guidelines. These risks and uncertainties should be considered in evaluating forward-looking
statements and undue reliance should not be placed on such statements. The Company does not undertake — and specifically
disclaims any obligation — to publicly release the result of any revisions which may be made to any forward-looking statements

to reflect events or circumstances after the date of such statements or to reflect the occurrence of anticipated or unanticipated
events.

Operating Strategy

The Bank is an independent, community-oriented savings bank, delivering quality customer service and offering 2 wide
range of deposit, loan and investment products to its customers. In recent years, the Bank’s strategy has been to enhance
profitability through controlled balance sheet growth by emphasizing the origination of real estate mortgages, commercial loans
and home equity loans, increasing sources of noninterest income and by improving operating efficiencies while managing its
capital position and limiting its credit and interest rate risk exposure. To accomplish these objectives, the Bank has sought to:

<& Operate as a full service community bank by expanding the services and products it offers.

X2 Provide superior customer service and innovative products, by increasing the functionality of its ATM
network and expanding the capability of its call center.

“¥  Increase fee income by broadening non-depository product offerings and services.

=¥ Continue to increase its emphasis on high quality consumer and commercial loans to maintain the
yields earned on its overall loan portfolio, without incurring unacceptable credit risk.

=& Control credit risk by continuing to employ conservative underwriting standards to minimize the level
of new problem assets.

“%™  Manage interest rate risk by emphasizing investments in shorter-term loans and investment securities.

“  Invest primarily in debt instruments and money market type equity investments to provide adequate
liquidity, to meet cash flow needs and to earn a reasonable return on investment.
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Fourth Quarter Events and Recent Developments

In 2002, as part of the Bank’s effort to enhance its risk management practices and lower its automobile loan exposure,
especially its exposure to indirect sub-prime automobile loans, the Bank discontinued the origination of indirect sub-prime
automobile loans. In December 2002, the Bank accelerated its plan to exit the indirect sub-prime automobile loan business by
selling $69.7 million of such loans, which resuited in charges of $11.2 million. The Bank will continue to invest in indirect
automobile loans, but not the sub-prime segment of this market.

As part of a revised long-term business strategy, the Bank restructured its investment portfolio placing less emphasis on
equity securities. Equities totaling $18.8 million were sold in December 2002 resuiting in a gain of $14.8 million. Excluding
Federal Home Loan Bank (“FHLB") and Savings Bank Life Insurance (“SBLI”) stock, equities comprised 9.0% of the investment
portfolio at December 31, 2002.

As part of its revised policy and procedures for reviewing and estimating writedowns of repossessed assets, the Bank
recognized a charge of $1.8 million of which $1.3 millicn was the result of writing down the values of repossessed automobiles
and $500,000 was related to the writedown of one foreclosed property. The Bank also increased its allowance for loan losses by
$1.5 million to reflect 2 lower estimate for recoverability of the Bank’s remaining sub-prime indirect automobile loans.

In December 2002, the Bank prepaid several higher-rate FHLB borrowings and replaced them with lower rate, shorter-
term FHLB borrowings. FHLB borrowings totaling $21.2 million with 2 weighted average maturity of approximately 26 months
and a weighted average interest rate of approximately 5.56% were replaced by $20.0 million of FHLB borrowings with a

weighted average maturity of nine months at a weighted average cost of 1.53%. The Company incurred a prepayment penaity of
$1.1 million in the fourth quarter of 2002 to do sc.

The Commonwealth of Massachusetts Department of Revenue notified Berkshire Bank that it owes approximately
$770,000 in additional state taxes, including interest, for the tax year ended December 31, 2001, related to the denial by the
Department of Revenue of Berkshire Bank’s claim for a deduction received from dividends from Berkshire Bank’s real estate
investment trust subsidiary. Berkshire Bank claims that the dividends it received were appropriate under applicable law.
Accordingly, Berkshire Bank has appealed the assessment and provided no provision in the Company’s consolidated financial
statements. Assessed amounts ultimately paid, if any, would be deductible expenses for federal income tax purposes.

In January 2003, legislation was proposed in Massachusetts, which prohibits use of the 95% dividends received
deduction when the dividends are received from a REIT, effective for the tax years beginning in 1999, On March 5, 2003, the
Governor of Massachusetts signed the legislation. As a result, the Company has ceased recording tax benefits associated with the
dividends received deduction effective for the 2003 tax year and accrued $513,000, representing the amount of tax benefits
realized by the Company through the dividends received deduction through the 2002 tax year. Such amount includes interest
assessed by the Massachusetts Department of Revenue through December 31, 2002. The Company intends to vigorously appeal
the retroactive nature of the provision.

Comparisen of Financial Condition at December 31, 2002 and 2001

Total assets were $1.05 billion at December 31, 2002, an increase of $14.9 million, or 1.4%, from $1.03 billion at
December 31, 2001. An increase of $79.7 million in securities, excluding FHLB and SBLI stock, and an increase of $23.9
million in short-term investments more than offset a decrease of $79.8 million in total loans outstanding. The Company’s
investment portfolio, excluding FHLB and SBLI stock, increased 57.9% to $217.4 million at the end of 2002 from $137.7 million
at the end of 2001 as proceeds from [oan and equity sales were invested in securities, primarily CMOs and callable Agency notes.

Short-term investments totaled $43.4 million at December 31, 2002, an increase of 122.9% from $19.5 million at December 31,
2001 reflecting the investment of excess funds. Loans totaled $723.2 million at the end of 2002, a decrease 0f 9.9% from $803.0
million at the end of 2001. Automobile loans decreased $110.9 million, or 51.4%, to $105.0 million at December 31, 2002 from
$216.0 at December 31, 2001 as the Bank looked to exit the indirect sub-prime automobile loan business by allowing the Bank’s
balance of indirect sub-prime automobile loans to run off during much of the year and, in December 2002, by selling $69.7
million of its remaining indirect sub-prime automobile loans to a third party. At December 31, 2002, $18.2 million of indirect
sub-prime automobile loans remained. Construction and land development loans decreased $5.3 million, or 23.1%, to $17.6
million at December 31, 2002 from $22.9 million at December 31, 2001 as completed projects converted to permanent financing.

Somewhat offsetting these decreases were increases in commercial real estate and residential one- to four-family loans.
Commercial real estate totaled $119.2 million at December 31, 2002, an increase of $34.5 million, or 40.7%, from $84.7 million
last year while residential one- to four-family loans increased $6.1 million, or 2.5%, to $246.9 million at December 31, 2002 from
$240.9 million at December 31, 2001. Both of these increases reflect a strong local real estate loan market and low market
interest rates. Commercial loans declined $4.8 million, or 2.8%, to $165.4 million reflecting high principal prepayments.
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Nonperforming loans totaled $3.7 million at December 31, 2002, an increase of $1.0 million, or 38.5%, from $2.7
million at December 31, 2001. This increase was primarily due to a rise in commercial nonaccruing loans which totaled $2.9
million at the end of 2002 compared to $2.1 million at the end of 2001, reflecting one loan for $1.8 million being placed on
nonaccrual status. Nonaccruing consumer loans totaled $661,000 at the end of 2002 up from $315,000 at the end of 2001,
reflecting the continued general weakness in the economy. However, automobile loans in the amount of $590,000 were 90 days
or more past due and still accruing interest at the end of 2002, compared to $1.3 million at the end of 2001. The ratio of
nonperforming loans to total loans at December 31, 2002 and 2001 was 0.52% and 0.34%, respectively. Real estate owned
totaled $1.5 million at the end 0f 2002 compared to none for last year as the Bank took possession of one commercial property in
the first quarter of 2002. On February 13, 2003 the Bank sold this property for $1.5 million.

Other asseis declined $5.9 million, or 30.7%, to $13.3 million at December 31, 2002 from $19.2 million at December 31,
2001. As adirect result of the Bank’s sale of $69.7 million of indirect sub-prime automobile loans, prepaid dealer reserves (the
amount Berkshire Bank compensates the originator of an indirect automobile loan) declined $5.1 million. The total value of
repossessed vehicles fell $1.7 million in 2002 due to declining used car prices and lowered valuations placed on vehicles
repossessed by the Bank. Repossessed vehicles are priced at net realizable value including deductions made for expenses

necessary to prepare the vehicle for sale. The dealer reserve and repossessed automobile decrease were somewhat offset by
increases of $900,000 in various other assets.

Interest bearing liabilities increased $33.1 million, or 4.2%, to $828.9 million at December 31, 2002 from $795.8 million
at December 31, 2001, due primarily to a $35.2 million, or 5.3%, increase in interest bearing deposits to $695.2 million at the end
of 2002 from $660.0 million at the end of 2001. Certificates of deposit and savings accounts increased $19.9 million while
money market and NOW accounts increased $15.4 million. Noninterest bearing demand deposits grew $4.4 million to $87.1
million at December 31, 2002 from $82.8 million at December 31, 2001. FHLB borrowings and retail repurchase agreements
decreased $2.2 million to $133.7 million at the end of 2002 from $135.9 million for the end of 2001.

Stockholders’ equity totaled $120.2 million at December 31, 2002, a decrease of $19.1 million, or 13.7%, from $139.3
million at December 31, 2001. This decrease was primarily due to a $13.3 million decrease in accumulated other comprehensive
income resulting from the sale of equity securities by the Company in 2002. Also impacting this decrease was the repurchase of

314,913 shares at a cost of $7.0 million and the payment of $2.7 million of dividends, partially offset by net income of $1.8
million,

Comparison of Operating Results for ¢he Years Ended December 31, 2002 and 20601

Net Income. Net income totaled $1.8 million for the year ended December 31, 2002, a decrease of $7.1 million, or
80.1%, from $8.9 million for the year ended December 31, 2001. Net income for 2002 includes $8.3 million in charges in
connection with the restructuring of the Company’s senior management and the reorganizing of the Company’s long-term
business strategy while net income for 2001 includes a one-time gain of $2.2 million from the dissolution of the Bank’s defined
benefit pension plan. Basic and diluted earnings per share for the year ended December 31, 2002 were $0.33 and $0.30,
respectively, compared to basic and diluted earnings of $1.42 and $1.35 for the year ended December 31, 2001.

Net Interest Income. Net interest income decreased $1.5 million, or 3.6%, to $40.7 million in 2002 from $42.2 million
. in 2001 as the relatively low market interest rate environment led to a high number of loan prepayments and refinancings which
had a negative impact on earnings. The average yield on interest bearing assets declined 131 basis points to 6.49% for the year
ended December 31, 2002 compared to 7.80% for the year ended December 31, 2001 and more than offset a $16.2 million
increase in average interest bearing assets to $987.9 millicn for 2002 compared to $971.7 million for 2001. Average interest
bearing liabilities increased $31.3 million toc $821.0 million in 2002 from $789.7 in 2001, but were more than offset by a lower
average rate paid of 2.85% in 2002 compared tc 4.25% in 2001 reflecting the low market interest rate environment. As a result,

the Company’s net interest margin for the twelve months ended December 31, 2002 and 2001 were 4.12% and 4.35%,
respectively.

Interest and dividend income fell $11.7 million, or 15.4%, to $64.1 million for 2002 from $75.8 million for 2001 as
interest eamed on the Bank’s loan portfolio dropped $11.4 million, or 16.7%, from $68.3 million for 2601 as the average balance
of the Bank’s loans fell to $791.3 in 2002 from $815.1 for last year and the average rate earned equaled 7.19% in 2002 compared
to 8.38% for 2001. The lower loan interest income also reflects the forfeiture of $492,000 in accrued interest related to the
December sale of indirect sub-prime automobile loans. Interest and dividend income on the Company’s investment portfolio,
including FHLB and SBLI stock, equaled $6.8 million in 2002, a decrease of $330,000, or 4.7%, from $7.1 million earned in
2001. Higher average balances were not enough to offset the decrease in average rate eamned on the investment porifolic. The

average balance of the investment portfolio increased $24.0 million to $168.7 million in 2002 while the average rate earmned
dropped 89 basis points to 4.01% in 2002.
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The decrease in interest and dividend income was mostly offset by a decrease in interest expense as interest paid dropped
$10.1 million, or 30.2%, to $23.4 million for the year ended December 31, 2002 from $33.6 million for the year ended December
31, 2001 due to lower rates paid, particularly on the Bank’s deposit accounts. Interest paid on deposits totaled $17.8 million for
the twelve months ended December 31, 2002, a decrease of $8.9 million, or 33.4%, from $26.7 million for the twelve months
ended December 31, 2001. Average interest bearing deposit balances increased $21.7 million to $679.2 million in 2002 from
$657.5 million in 2001, but were more than offset by a lower average rate paid of 2.62% in 2002 compared tc 4.06% in 2001.
Interest paid on borrowings also decreased due to lower interest rates paid as interest on FHLB advances and securities sold under
agreements to repurchase totaled $5.7 million this year, a decrease of $1.2 million, or 17.8%, from $6.9 million last year, even
though borrowings only declined $2.2 million, or 1.6%, from last year.

Provision for Loar Losses. The provision for loan losses decreased $1.0 million, or 13.9%, to $6.2 million in 2002 from
$7.2 million in 2001 as a greater number of charge-offs in 2002 were more than offset by a higher number of recoveries and a
decrease in the balance of indirect sub-prime automobile loans. Total charge-offs were $10.0 million in 2002, an increase of $3.0
million, or 42.0%, from $7.1 million last year. This increase was due to the higher consumer loan charge-offs which rose $3.1
million in 2002. However, this increase was somewhat offset by the Bank’s strong efforts in 2002 to recover charged-off loans.
Recoveries totaled $3.1 million in 2002, an increase of $2.4 million over $705,000 in 2001. Net charge-offs were $6.9 million for
the year ended December 31, 2002 compared to $6.4 million last year, an increase of $549,000, or 8.6%.

The provision for 2002 also inciudes $1.5 million added in the fourth quarter of 2002 to cover losses inherent in the
remaining indirect sub-prime indirect automobile loan portfolic. At December 31, 2002, the allowance for loan losses was $10.3
million and represented 1.43% of total loans and 275.54% of nonperforming loans compared to $11.0 million at December 31,
2001, which represented 1.37% of total lcans and 408.36% of nonperforming loans.

Provisions for loan losses are charges to earnings to bring the total allowance for loan losses to a level considered by
management as adequate to provide for estimated loan losses based on management’s evaluation of the collectibility of the loan
portfolic. Management assesses the adequacy of the allowance for loan losses based on known and inherent risks in the loan
portfolio and upon management’s continuing analysis of the factors underlying the quality of the loan portfolio. While
management believes that, based on information currently available, Berkshire Bank’s allowance for loan losses is sufficient to
cover losses inherent in the Bank’s loan portfolio at this time, no assurances can be given that Berkshire Bank’s level of
allowance for loan losses will be sufficient to cover future loan losses incurred by the Bank or that future adjustments to the
allowance for loan losses will not be necessary if economic and other conditions differ substantially from the economic and other
conditions used by management to determine the current level of the allowance for loan losses. Management may increase its
level of allowance for loan losses as a percentage of total loans and nonperforming loans if the level of commercial real estate,
multi-family, commercial, construction and development or consumer loans as a percentage of its total loan portfolio increases. In
addition, various reguiatory agencies, as an integral part of their examination process, pericdically review Berkshire Bank’s
allowance for loan losses. These agencies may require Berkshire Bank to provide additions to the allowance based upon
judgments different from management.

Noninterest Income. Noninterest income totaled $13.4 million for the twelve months ended December 31, 2002, an
increase of $2.9 million, or 27.2%, over $10.6 million for 2001. Noninterest income for 2002 inciudes several items related to the
reorganizing of the Company’s long-term business strategy that took place in the fourth quarter of 2002. A $14.8 million gain on
the sale of equity securities was nearly offset by $13.4 million in charges relating to the sale of indirect sub-prime automobile
loans, the writedown of one security, the writedown of repossessed automobiles, and the prepayment penality on FHLB advances.
Noninterest income also increased in 2002 due to the recording of a full year’s worth of fees eamed from the operations of
EastPoint Technologies, LLC versus only six months last year, a difference of $3.5 million. In addition, customer service fees
increased $423,000, or 23.4%, due to increased ATM and checking account fees. Noninterest income for 2001 inciudes a one-
time gain of $2.2 million on the curtailment of the Bank’s defined benefit pension plan.

Nomninterest Expense. Noninterest (operating) expenses increased $13.5 million, or 41.6%, to $45.8 million for the year
ended December 31, 2002 from $32.3 million for the year ended December 31, 2001 as expenses for 2002 included charges
related to the restructuring of the Company’s senior management and the retirement of several directors. In the fourth quarter of
2002, the Company and the Bank restructured their management team, which resulted in $6.6 million of charges, consisting of the
payment to or accruzl of severance payments for three executive officers and one senior vice president under existing contractual
obligations. Additionally, seven directors retired from the Boards of the Company and the Bank and, as a result, the Company
incurred a $300,000 charge in the fourth quarter to fund retirement plan benefits. Expenses pertaining tc foreclosed real estate
and other loans increased $ 1.0 million to $3.3 millicn as the Bank wrote down the value of one commercial property by $500,800.

As was the case with noninterest income, noninterest expenses also increased due to the recognition of a full year’s worth of
expenses of EastPoint compared to only six months last year. The increase attributable to EastPoint totaled $4.8 million.
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Income Taxes. Income taxes for the year ended December 31, 2002 were $362,000, a decrease of $4.0 million from
$4.3 million for the year ended December 31, 2001. The effective tax rate for 2002 and 2001 were 17.0% and 32.8%,

respectively. The lower rate paid in 2002 was due to the increase in the ratio of tax exempt income and qualifying dividends
received to pretax income.

Comparison of Operating Results for the Years Ended December 31, 2001 and 2000

Net Income. Net income rose $4.3 million, or 94.5%, to $8.9 million for the year ended December 31, 2001 from
$4.6 million for the year ended December 31, 2000. Net income for 2001 includes a one-time gain of $2.2 million from the
dissolution of the Bank’s defined benefit pension plan while the results from 2000 include a $5.7 million donation of Berkshire
Hills common stock by Berkshire Hills to Berkshire Hills Foundation, in connection with the mutual to stock conversion in June
2000. Basic and diluted earnings per share for the year ended December 31,2001 were $1.42 and $1.35, respectively. There are
no comparable earnings per share figures for 2000, as the Company became a public company in June 2000.

Net Interest Income. Net interest income increased $4.7 million, or 12.5%, to $42.2 million in 2001 from $37.5 million
in 2000. A sustained decline in market interest rates throughout 2001 coupled with a change in the Bank’s deposit pricing
strategies helped to increase net interest income and kept margins high. The Bank’s net interest margin for the twelve months
ended December 31, 2001 and 2000 were 4.35% and 4.25%, respectively. Total interest and dividend income rose $4.8 million,
or 6.7%, to $75.8 million in 2001 from $71.0 million in 2000 and was reduced by an increase in interest expense of only $92,000
in 2001. Interest expense totaled $33.6 million in 2001 as compared to $33.5 million in 2000 as increases in interest bearing
liabilities were nearly offset by lower rates paid.

The increase in interest income was due to an $87.9 million, or 9.9%, increase in average interest earning assets which
totaled $971.7 million this year from $883.8 million last year. This increase more than offset a 24 basis point decrease on
average yield on interest earning assets which fell to 7.80% in 2001 from 8.04% in 2000 as market rates began to have an adverse
effect on asset portfolio yields. Interest on loans rose $4.6 million, or 7.3%, to $68.3 million in 2001 from $63.7 million in 2000
fueled by the growth in commercial real estate and construction loans, offset by a 15 basis point drop on average yield on loans to
8.38% in 2001 from 8.53% in 2000. Investment securities income, not including FHLB stock and SBLI stock, rose to $6.7
million in 2001 from $6.3 million in 2000, an increase of $429,000, or 6.8%, due to an increase in average balances, offset by a
decrease in average rate earned. The average balance of investment securities increased $16.8 million to $136.9 million in 2001
while average yield on investment securities dropped 33 basis points to 4.91%.

Interest expense increased $92,000, or 0.3%, to $33.6 million in 2001 from $33.5 million in 2000. Interest expense on
deposits decreased $918,000, or 3.3%, to $26.7 million in 2001 as the average cost of interest bearing deposits fell to 4.06% in
2001 from 4.40% in 2000. This was somewhat offset by a $30.5 million increase in average interest bearing deposit balances to
$657.5 million in 2001 from $627.0 million in 2000 as people looked for a safe haven for their investments. Interest paid on
FHLB advances increased $847,000 to $6.6 million as a 106 basis point drop in average cost could not offset a $35.4 million
increase in average FHLB balances. The average cost on FHLB borrowings was 5.17% in 2001 versus 6.23% in 2000 while the
average balance equaled $128.0 million in 2001 compared to $92.6 million in 2000. Interest paid on securities sold under
agreement to repurchase and other borrowings totaled $262,000 in 2001 as the Bank realized $202,000 in interest expense early in
the year to finance automobile loans sold with recourse.

Provision for Loan Losses. The provision for loan losses increased $4.0 million, or 126.3%, to $7.2 million in 2001
from $3.2 million in 2000. The Bank initiated a more aggressive charge-off policy for automobile loans whereby all automobile
loans that are 120 days or more past due, except customers who are in bankruptcy proceedings, were charged-off. This change
was the primary reason total charge-offs increased to $7.1 million in 2001 from $1.9 million in 2000. Additional provisions were
also required to offset growth in the loan portfolic and an increase in commercial loan delinquencies as a weakening economy
contributed to an increase in nonaccruing commercial loans to $2.1 million at December 31, 2001 from $466,000 at December 31,
2000. Lastly, the Bank also reviewed and updated its loan classifications and corresponding reserve requirement percentages. As
aresult, the allowance for loan losses as a percent of total loans increased to 1.37% in 2001 from 1.29% in 20090. The allowance
for loan losses as a percent of nonperforming loans was 408.36% this year from 356.08% last year.

Noninterest Income. Noninterest income totaled $10.5 million for 2001 and $4.7 million for 2000, an increase of $5.8
million, or 122.3%. Noninterest income for 2001 includes a one-time gain of $2.2 million related to the curtailment of the Bank’s
defined benefit pension plan, and revenue of $3.5 million for license maintenance and processing fees, and license sales and other
fees that were derived from the operations of EastPoint Technologies, LLC which was purchased in June of 2001. Excluding the
pension plan gain and EastPoint’s revenues, noninterest income increased $164,000, or 3.5%, in 2001. Customer service fees
increased $220,000 to $1.8 million in 2001 as higher activity levels resulted in increases in ATM fees, debit card fees, and bank

service charges. Loan servicing fees increased $149,000 to $595,000 in 2001 as the Bank executed a strategy of selling newly
written fixed rate loans.
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Noninterest Expense. Noninterest expense increased $165,000, or 0.5%, to $32.3 million for the year ended December
31, 2001 from $32.2 million last year. Noninterest expense for 2001inciuded $3.4 miilion relating to EastPoint’s operations.
Neninterest expense in 2000 included a contribution of $5.7 million to fund Berkshire Hills Foundation. Excluding these two
items, noninterest expenses rose $2.5 miilion, or 9.3%, to $29.0 million in 2001 from $26.5 million in 2000. Expenses related to
foreclosed real estate and other loans, and in particular, the repossessicn and sale of a larger number of automobiles, accounted
for an increase of $1.1 million, or 92.1%, to $2.2 million in 2001 from $1.2 million in 2000. Salaries and benefits increased to
$17.6 million in 2001, up $4.0 million, or 29.0%, from $13.6 million in 2000 as the Company’s operating staff expanded due to
the EastPoint purchase. Occupancy and equipment expense was $4.7 million, an increase of $511,000, or 12.2%, from 2000 as
the Bank renovated two branches. Professional services increased $464,000, or 54.6%, to $1.3 million in 2001 from $850,000 in
2000 primarily due to legal and consulting expenses related to the acquisition and operation of EastPoint. Data processing
expense fell $700,000 as the Bank switched to an in-house imaging system from an outsourced operation.

Income Taxes. Income taxes for the year ending December 31, 2001 were $4.3 million, an increase of $2.0 million, or
84.3%, over the $2.4 millicn paid for the year ending December 31, 2000. The effective tax rates for 2001 and 2000 were 32.8%

and 34.0%, respectively. The lower effective rate in 2001 was partially attributable to the establishment of a real estate
investment trust through which the bank received state tax benefits.
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Average Balamces, Interest and Average Yields/Cost

The following table presents certain information for the years indicated regarding average daily balances of assets and
liabilities, as well as the total dollar amounts of interest income from average interest-earning assets and interest expense on
average interest-bearing liabilities and the resulting average yields and costs. The yields and costs for the years indicated are
derived by dividing income or expense by the average daily balances of assets or liabilities, respectively, for the years presented.
The yields and rates include fees which are considered adjustments to yields.

For the Years Ended Decerrder 31,
2002 2001 2000
Average Average Average Average Awverage Average
Balanoce Irterest Yield/Rate Balance Interest Yield/Rate Balance Interest Yield/Rate
(Doltars in thousands)
Rrterest-carning aseets:
Loand” $ P38 56910 719% § 8IS078 § 6821 838% $ 746018 S 63664 8.53%
Short-terminvestrents 2187 456 164 11,883 413 348 10492 654 623
Investrrent securities 159,318 6,416 403 136,944 6725 491 120,123 6,29 524
Federal Home Loan Bank stock 7,303 23 188 5,707 304 533 4,959 333 672
Savings Bank Life Insurance
stock 2,043 &3 308 2,043 6 308 2043 63 308
Interest-eaming deposits - - - - - - 127 8 630
Total interest-eaming assets 987,862 54,128 6.49 971,655 75,796 7.80 883762 71,018 8.04
Noninterest-eaming assets 63,948 63,207 52,891
Total assets S 1,051,810 $ 1,034,362 $ 936653
Interest-brearing liabilites:
Deposits:
Money market accounts $ 117,950 1,988 160% $ 1124% $ 3712 330% § 106058 § 4701 44%%
NOW acocunts 3,399 623 275 77,276 806 1.04 75673 794 1.0
Savings zcooumts® 157,644 2,668 170 142,150 4,087 288 143357 4,578 319
Certificates of deposit 320,415 12,497 390 325,639 18,080 555 301,920 17,50 581
Total interest-bearing deposits 67,208 17,777 262 657,459 26,685 406 627,008 27,603 440
Fedsral Home Loan Bark
advances 140,406 5628 401 127,990 6,613 517 9567 5,766 623
Repurchuse agreemrents 1,349 3 172 4215 262 62 1,683 99 588
Total interest-bearing liabilities 820,963 28,428 285 789,704 33,560 425 721258 33,468 464
Noninterest-bearing derrand
deposits 82,751 76,912 76,060
Cther noninterest-bearing
liabilities 13,935 12,968 16,170
Total liabilities 915,649 879,584 813,488
Bauity 136,161 155278 123,165
Towl liabilites and equity  § 1,050,810 $ 1,034,862 $ 936653
Net interest-eaming assets S 166859 $ 181,951 $ 162,504
Net irsterest inoome - 40,700 8 423 $ 3759
Interest rate spread 3.66% 355% 3.40%
Interest mrargin (net interest
inoorTe as a percentage of
total average interest-eaming
assets) 412% 435% 425%
Total average interest-eaming
assets to total average
interest-bearing liabilities 12033% 123.04% 12.5%

(1)
@

Average balances include nonaccrual loans.
Includes mortgagors’ escrow accounts.
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Rate/Volume Amalysis

The following table presents the effects of changing rates and volumes on the interest income and interest expense of
Berkshire Bank. The rate column shows the effects atiributable to changes in rate (changes in rate multiplied by prior volume).
The volume column shows the effects aitributable to changes in volume (changes in volume multiplied by prior rate). The net
column represents the sum of the prior columns. For purposes of this table, changes attributable to changes in both rate and
volume, which cannot be segregated, have been allocated proporticnately based on the absolute value of the change due to rate
and the change due to volume.

Year Ended December 31,2002 Year Ended December 31, 2001

Compared to Compared to
Year Ended December 31, 2001  Year Ended December 31, 2000
Increase (Decrease) Due to Increase (Decrease) Due to
Rate Volume Net Rate Volume Net

(In thousands)
Interest-earning assets:

Loans $ (9,440) § (1,941) $ (11,381) § (1,133) $ 5760 S 4,627
Short-term investments 29) 72 43 (340) 99 (241)
Investment securities (3,668) 3,338 33%) (398) 798 400
Interest-bearing deposits - - - 4) 4) (8)
| Total interest-earning assets (13,137) 1,469 {11,668) (1,875) 6,653 4,778
| Interest-bearing liabilities:
Deposits:
Money market accounts 1,915) 191 1,724) (1,294) 305 (989)
NOW accounts (254) 71 (183) 5) 17 12
y Savings accounts (1,922) 504 (1,418) 453) (38) 491)
Certificates of deposit (5,297) (286) (5,583) (691) 1,241 550
Total deposits (9,388) 480 (8,908) (2,443) 1,525 918)
Federal Home Loan Bank
advances 751 (1,736) 985) (681) 1,528 847
Repurchase agreements (123) (116) (239) 6 157 163
Total interest-bearing liabilities (8,760) (1,372) (10,132) (3,118) 3,210 92
Increase {decrease) in net interest
income $ 37 § 2,841 § (1,536) § 1,243 3 3443 $ 4,686

Liquidity and Capital Resources

Liquidity is the ability to meet current and future financial obligations of a short-term nature. The Bank further defines
liquidity as the ability to respond to the needs of depositors and borrowers as well as maintaining the flexibility to take advantage
of investment opportunities. The Bank’s primary sources of funds consist of deposit inflows, loan repayments, maturities,
paydowns of morigage-backed securities, sales/calls of investments and borrowings from the Federal Home Loan Bank of Boston.
While maturities and scheduled amortization of loans and securities are predictable sources of funds, deposit ocutflows and
mortgage prepayments are greatly influenced by general interest rates, economic conditions and competition.

The Bank’s primary investing activities are: (1) originating residential one-to four-family mortgage loans, commercial
business and real estate loans, multi-family loans, home equity lines of credit and consumer loans, and (2) investing in mortgage-
and asset-backed securities, U.S. Gevernment and agency obligations, corporate bonds and, to a lesser extent, equity securities.
These activities are funded primarily by principal and interest payments on loans, maturities of securities, deposits and Federal
Home Loan Bank of Boston advances. During the years ended December 31, 2002 and 2001, Berkshire Bank’s loan originations
totaled $285.9 million and $252.9 million, respectively. AtDecember 31, 2002 and 2001, the Bank’s investments in mortgage-
and asset-backed securities, U.S. Government and Agency obligations, equity securities and corporate debt obligations totaled
$226.9 million and $146.8 million, respectively. The Bank experienced a net increase in total deposits of $39.6 million and
$13.1 million for the years ended December 31, 2002 and 2001, respectively. Deposit flows are affected by the overall level of
interest rates, the interest rates and products offered by the Bank and its local competitors and other factors. The Bank closely
monitors its liquidity position on a daily basis. If the Bank should require funds beyond its ability to generate them internally,
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additional sources of funds are available through advances or a line of credit with the Federal Home Loan Bank and through a
repurchase agreement with the Depositors Insurance Fund.

Outstanding commitments for all loans and unadvanced construction loans and lines of credit totaled $142.4 million at
December 31, 2002. Management of Berkshire Bank anticipates that it will have sufficient funds available to meet its current
loan commitments. Certificates of deposit that are scheduled to mature in one year or less from December 31, 2002 totaled
$215.2 million. The Bank relies primarily on competitive rates, customer service, and long-standing relationships with customers
to retain deposits. Occasionally, the Bank will also offer special competitive promotions to its customers to increase retention and
promote deposit growth. Based upon the Bank’s historical experience with deposit retention, management believes that, although

it is not possible to predict future terms and conditions upon renewal, a significant portion of such deposits will remain with the
Bank.

The Bank must satisfy various regulatory capital requirements administered by the federal and state banking agencies
including a risk-based capital measure. The risk-based capital guidelines include both a definition of capital and a framework for
calculating risk-weighted assets by assigning balance sheet assets and off-balance sheet items to broad risk categories. At
December 31, 2002, Berkshire Bank exceeded all of its regulatory capital requirements with Tier 1 capital to average assets of
$90.8 million, or 8.78% of average assets, which is above the required level of $41.4 million, or 4.0%, and total capital to risk-
weighted assets of $104.3 million, or 13.55% of risk-weighted assets, which is above the required level of $61.5 million, or 8.0%.
The Bank meets the conditions to be considered “well capitalized” under regulatory guidelines.

The primary source of funding for Berkshire Hills is dividend payments from Berkshire Bank, sales and maturities of
investment securities and, to a lesser extent, earnings on investments and deposits held by Berkshire Hills. Dividend payments by
Berkshire Bank have primarily been used to fund stock repurchase programs and pay dividends to Berkshire Hills’ shareholders.
The Bank’s ability to pay dividends and other capital distributions to Berkshire Hills is generally limited by the Massachusetts
banking regulations and regulations of the Federal Deposit Insurance Corporation. (See “Regulation and Supervision -
Massachusetts Regulation "’y Additionally, the Massachusetts Commissioner of Banks and Federal Deposit Insurance Corporation
may prohibit the payment of dividends which are otherwise permissible by regulation for safety and soundness reasons. Any
dividend by the Bank beyond its current year’s earnings and prior two years’ retained net income would require the approval of
the Massachusetts Commissioner of Banks, and notification to or approval of the Federal Deposit Insurance Corporation and the
Office of Thrift Supervision. To the extent the Bank were to apply for a dividend distribution to Berkshire Hills in excess of the

regulatory permitted dividend amount, no assurances can be made such application would be approved by the regulatory
authorities.

Berkshire Hills is currently engaged in its fifth 5% stock repurchase program. To date, all purchases have been open
market purchases. In the current program, 140,100 shares out of an announced 312,516 have been purchased at a cost of $3.2
million through December 31, 2002. The Company has sufficient funds available to complete the repurchase program without
having a material adverse effect on liquidity.

Impact of Inflation and Changing Prices

The consolidated financial statements and related data presented in this Form 10-K have been prepared in conformity
with accounting principles generally accepted in the United States of America, which require the measurement of financial
position and operating results in terms of historical dollars, without considering changes in the relative purchasing power of
money over time due to inflation. Unlike many industrial companies, substantially all of the assets and liabilities of Berkshire
Bank are monetary in nature. As a result, interest rates have a more significant impact on Berkshire Bank’s performance than the

general level of inflation. Over short periods of time, interest rates may not necessarily move in the same direction or in the same
magnitude as inflation.

Impact of New Accounting Standards

Accounting for Goodwill and Other Intangible Assets. The Company adopted SFAS No. 142, “Goodwill and Other
Intangible Assets,” effective January 1, 2002. Accordingly, goodwill is no longer subject to amortization over its estimated useful
life, but is subject to at least an annual assessment for impairment by applying a fair value based test. Additionally, under SFAS
No. 142, acquired intangible assets (such as core deposit intangibles) are separately recognized if the benefit of the intangible
asset is obtained through contractual or other legal rights, or if the intangible asset can be sold, transferred, licensed, rented, or
exchanged, and amortized over their useful life. Branch acquisition transactions were outside the scope of SFAS No. 142 and,
accordingly, intangible assets related to such transactions continued to amortize upon the adoption of SFAS No. 142. On October
31, 2002, the Company adopted SFAS No. 147, “Acquisitions of Certain Financial Institutions.” This Statement amends (except
for transactions between two or more mutual enterprises) previous interpretive guidance on the application of the purchase
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method of accounting to acquisitions of financial institutions, and requires the application of SFAS No. 141, “Business
Combinations” and SFAS No. 142 to branch acquisitions if such transactions meet the definition of a business combination. This
Statement amends SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”, tc include in its scope core
deposit intangibies of financial institutions. Accordingly, such intangibles are subject to a recoverability test based on
undiscounted cash flows, and to the impairment recognition and measurement provisions that are required for other long-lived
assets that are held and used.

The adoption of these statements did not have a material impact on the Company’s consolidated financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET
RISK

Management of Interest Rate Risk and Market Risk Analysis

Qualitative Aspects of Market Risk. The Bank’s most significant form of market risk is interest rate risk. The principal
objectives of Berkshire Bank’s interest rate risk management are to evaluate the interest rate risk inherent it certain balance sheet
accounts, determine the level of risk appropriate given its business strategy, operating environment, capital and liquidity
requirements and performance objectives, and manage the risk consistent with its established pelicies. Berkshire Bank maintains
an Asset/Liability Committee that is responsible for reviewing its asset/liability policies and interest rate risk position, which
meets quarterly and reports trends and interest rate risk position to the Executive Committee of the Board of Directors and the
Board of Directors on a quarterly basis. The Asset/Liability Committee consists of Berkshire Bank’s President and Chief
Executive Officer, Senior Vice President and Chief Financial Officer, Senior Vice President-Retail Banking and Operations,
Senior Vice President -Retail Lending, Senicr Vice President Commercial Lending, Vice President and Controller, and Vice
President of Trust. The extent of the movement of interest rates is an uncertainty that could have a negative impact on the
earnings of Berkshire Bank.

In recent years, Berkshire Bank has managed interest rate risk by:

=¥ emphasizing the origination of adjustable-rate loans and, from time to time, selling a portion of its longer term
fixed-rate loans as market interest rate conditions dictate;

<>  originating shorter-term commercial and consumer loans;

=< investing in a high quality liquid securities portfolic that provides adequate liquidity and flexibility to take
advantage of opportunities that may arise from fluctuations in market interest rates, the overall maturity and
duration of which is monitored in relation to the repricing of its loan portfolio;

=  promoting lower cost liability accounts such as core deposits; and
=¥ using Federal Home Loan Bank advances to better structure maturities of its interest rate sensitive liabilities.

Berkshire Bank’s market risk also includes equity price risk. Berkshire Bank’s marketable equity securities portfolio had
gross unrealized gains of $8.5 million at December 31, 2002 and gross unrealized losses of $77,000 which are included, net of
taxes, in accumulated other comprehensive income, a separate component of Berkshire Bank’s equity. If equity securities prices
decline due to unfavorable market conditions or other factors, Berkshire Bank’s and Berkshire Hills’ capital would decrease.

Quantitative Aspects of Market Risk. Berkshire Hills uses a simulation model to measure the potential change in net
interest income, incorporating various assumptions regarding the shape of the yield curve, the pricing characteristics of loans,
deposits and borrowings, prepayments on loans and securities and changes in the balance sheet mix. The model assumes the yield
curve is derived from the interpolated Treasury yield curve and that an instantaneous increase or decrease of market interest rates
would cause a simultaneous parallel shift along the entire yield curve. Loans, deposits and borrowings are expected to reprice at
the new market rate on the contractual review or maturity date. The Company closely monitors its loan prepayment trends and
uses prepayment guidelines set forth by Freddie Mac and Fannie Mae as well as Company generated figures where applicable. All
prepayments are assumed to roll over into new loans originated in the same loan category at the new market rate. Berkshire Hills
further assumes that its securities’ cash flows, especially its mortgage backed securities cash flows, are such that they will
generally follow industry standards and that prepayments will be reinvested in the same category at the prevailing market rate.
Finally, the model assumes that its balance sheet mix will remain relatively unchanged throughout the next calendar year.
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The tables below set forth, as of December 31, 2002 and 2001, estimated net interest income and the estimated changes
in Berkshire Hills’ net interest income for the next twelve month period which may result given instantaneous increases or
decreases in market interest rates of 100 and 200 basis points.

Increase/(Decrease) in

Market Interest Rates in At December 31, 2002
Basis Points (Rate Shock) Armount $ Change % Change
(Dollars in thousands)
200 $ 34,583 $ {1,027 (2.88%)
100 34,741 (869) (2.44)
Static 35,610 ' - -
(100) 35,162 (448) (1.26)
(200) 32,908 (2,702) (7.59)

Increase/(Decrease) in

Market Interest Rates in At December 31, 2001
Basis Points (Rate Shock) Amount $ Ch@ge % Change
(Dollars in thousands)
200 $ 45,863 b 64 0.14%
100 45,209 (590) (1.29)
Static 45,799 - -
(100) 46,332 533 1.16
(200) 44,955 (844) (1.84)

The December 31, 2002 table indicates that in the event of a sudden and sustained decline in prevailing market interest
rates of 100 basis points and 200 basis points, Berkshire Hiils’ net interest income would be expected to decrease by $448,000
and $2.7 million, respectively. The primary reasons for the decreases in a declining interest rate environment are that interest rate
floors on deposit accounts would be reached and that the Company has a high level of option risk, including the risk that
customers will prepay high rate loans. These figures vary from the results of the December 31, 2001 table that indicates in the
event of a sudden and sustained decline of 100 basis points, Berkshire Hills” net interest income would be expected to increase
$533,000 and in the event of a 200 basis point decline, net interest income would be expected to decrease $844,000. The primary
reason for this difference is that in 2002 many deposit accounts had reached or had come close to reaching Company determined
floors, while in 2001 for a 100 basis point decline in rates the accounts had not yet reached these floors and the Company
benefited from being liability sensitive.

In the event of a sudden and sustained increase in prevailing market interest rates of 100 and 200 basis points, the 2002
table indicates that net interest income would decrease $869,000 and $1.0 million, respectively. This result is due to the fact that
the Company’s balance sheet is liability sensitive and predetermined caps on various deposit accounts would not be reached. This
compares to the 2001 table that indicates in the event of an increase of 100 basis points, net interest income would decrease
$590,000 and in the event of an increase of 200 basis points, net interest income would increase $64,000. The difference in the
positive 200 basis point scenario is that the 2001 table indicates that the Company’s deposit accounts would have reached
Company determined caps, while in the 2002 table the deposit accounts are just approaching these caps.

Computation of prospective effects of hypothetical interest rate changes are based on a number of assumptions including
the level of market interest rates, the degree to which certain assets and liabilities with similar maturities or periods to repricing
react to changes in market interest rates, the expected prepayment rates on loans and investments, the degree to which early
withdrawals occur on certificates of deposit and other deposit flows. As a result, these computations should not be relied upon as
indicative of actual results. Further, the computations do not reflect any actions that management may undertake in response to
changes in interest rates.
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WOLF

& COM PANY, P.C. and Business Consultants

Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Shareholders of
Berkshire Hills Bancorp, Inc.

We have audited the accompanying consolidated balance sheets of Berkshire Hills Bancorp, Inc.
and subsidiaries as of December 31, 2002 and 2001, and the related consclidated statements of
income, changes in stockholders’ equity and cash flows for each of the years in the three-year
period ended December 31, 2002. These consolidated financial statements are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consclidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Berkshire Hills Bancorp, Inc. and subsidiaries as of
December 31, 2002 and 2001 and the results of their operations and their cash flows for each of
the years in the three-year period ended December 31, 2002 in conformity with accounting
principles generally accepted in the United States of America.

Boston, Massachusetts
January 21, 2003, except as to Note 23, which
is as of March §, 2003

a member of

PEIEARIS™

CINTERNATION AL

One International Place » Boston, Massachusetts «+ 02110-2618 + Phone 617-439-9700 » Fax 617-439-0476
1500 Main Street » Suite 1908 - Springfield, Massachusetts « 01115 » Phoue 413-747-9042 « Fax 413-739-5149

www.wolfandco.com
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Assets

BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
December 31, 2002 and 2001

Cash and due from banks

Short-term invesiments

Total cash and cash equivalents

Securities available for sale, at fair value

Securities held to maturity (fair value approximates $44,348,000 and
$33,409,000 at December 31, 2002 and 2001, respectively)

Federal Home Loan Bank stock, at cost

Loans, net of allowance for loan losses of $10,308,000
in 2002 and $11,034,000 in 2001

Foreclosed real estate, net

Premises and equipment, net

Accrued interest receivable

Savings Bank Life Insurance stock

Goodwill and other intangibles

Net deferred tax asset

QOther assets

Liabilities and Stockheolders’ Equity

Deposits

Federal Home Loan Bank advances
Loans sold with recourse
Securities sold under agreements to repurchase
Net deferred tax liability
Accrued expenses and other liabilities
Total liabilities

Minority Interests

Commitments and contingencies (Notes 6, 13 and 14)

Stockholiders’ equity:

Preferred stock ($.01 par value; 1,000,000 shares
authorized; no shares issued and outstanding)

Common stock (.01 par value; 26,000,000 shares authorized;
and 6,425,140 shares issued at December 31, 2002 and
2001, respectively) '

Additional paid-in capital

Unearned compensation

Retained earnings

Accumulated other comprehensive income
Treasury stock, at cost (1,556,627 and 1,248,621 shares
at December 31, 2002 and 2001, respectively)
Total stockholders’ equity

Total liabilities and stockholders’ equity

The accompanying notes are an integral part of these consolidated financial statements.
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2002

2001

(In thousands)

$ 17,258 $ 22,652
43397 19,471
60,655 42,123
173,169 104,446
44267 33,263

7,440 7,027
712,714 791,920
1,500 .
13,267 14,213
5,125 5,873
2,043 2,043
9,938 10,592
2,185 -
13,315 19,201

$ 1,045,618 'S 1,030,701

$ 782,360 $ 742,729
133,002 133,964

1,201 .
700 1,890

- 4,573

5,677 5,099
922,940 888,255
2,438 3,123
77 77
74,632 74,146
(9,535) (t1,101)
79,682 80,657
5,542 18,836
(30,158) (23,292)
120,240 139,323
$ 1,045,618 $ 1,030,701




BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2002, 2001 and 2000

2002

2001

2000

(In thousands, except per share data)

Interest and dividend income:

Loans, including fees $ 56,910 $ 68,291 $ 63,664
Debt securities:
Taxable 5,234 5,233 5,142
Tax-exempt 173 375 188
Dividends 1,355 1,484 1,362
Short-term and other investments 456 413 662
Total interest and dividend income 64,128 75,796 71,018
Interest expense:
Deposits 17,777 26,685 27,603
Federal Home Loan Bank advances 5,628 6,613 5,766
Securities sold under agreements to repurchase 23 262 99
Total interest expense 23,428 33,560 33,468
Netinterest income 40,700 42,236 37,550
Provision for loan losses 6,180 7,175 3,170
Net interest income, after provision for loan losses 34,520 35,061 34,380
Other income:
Customer service fees 2,233 1,810 1,590
Trust department fees 1,796 1,782 1,707
Loan servicing fees 440 595 446
Gain on sales and dispositions of securities, net 15,143 268 423
Loss on impairment of securities (673) - -
Loss on sale of loans, net (10,702) - -
Loss on impairment of other assets (1,262) - -
Penalty on prepaymentof FHLB borrowings (1,067) - -
License maintenance and processing fees 4,379 1,322 -
License sales and other fees 2,612 2,143 -
Gain on curtailment of defined benefit pension plan, net - 2,173 -
Miscellaneous 519 455 580
Total other income 13,418 10,548 4,746
Operating expenses:
Salaries and employee benefits 28,488 17,590 13,631
Occupancy and equipment 5,288 4,689 4,178
Marketing and advertising 648 629 578
Data processing 758 1,065 1,765
Professional services 1,384 1,314 850
Office supplies 769 899 706
Foreclosed real estate and repossessed assets, net 3,250 2,238 1,165
Amortization of goodwill and other intangibles 654 827 549
Charitable contribution to foundation - - 5,684
M inority interests (685) (119) -
Other general and administrative expenses 5,253 3,217 3,078
Total operating expenses 45,807 32,349 32,184
Income before income taxes 2,131 13,260 6,942
Provision for income taxes 362 4,349 2,360
Netincome $ 1,769 3 8,911 3 4,582
Earnings per share:
Basic 3 0.33 3 1.42 N/A
Diluted ) 0.30 S 1.35 N/A

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
Years Ended December 31, 2002, 2001 and 2000

Accumulated
Additional Cther
Common Paid-in Unearned Retained Comprehensive Treasury
Stock Capital Compensation Eamings Inconce Stock Total
(In thousands)
Balance at Deosmber 31, 1998 $ - % - 8 - $ 0619 § 17673 8§ - 8§ 833
Comprehensive inoome:
Nt income - - - 4582 - - 4532
Change in net urwealized gain on
securities available for sale, net
of reclassification adjustment and
tax effects - - - - 2,151 - 2,151
Total comrmrehensive income 6,733
[ssuance of conrron stock in cormection
with Ban¥'s conversion from mutual to
sieck-owned bank holding company 77 73,993 (7,701) - - - 66,369
Change in uneamed compensation - 61 514 - - - 575
Cash dividends paid ($0.10 per share) - - - 07 - - 707
Balanoe at Decanrber 31, 2000 77 74,054 (7,187) 74,554 19,824 - 3 16132
Comrprehensive inoome:
Net income - - - 8911 - - 8911
Change in net urrealized gain on
securities available for sale, net
of reclassification adjusament and
tax effects - - - - (988) - (988)
Total comprehensive income 7923
Cash dividends paid ($0.43 per share) - - - (2,308) - - (2,808)
Treasury stock purchased - - - - - (3,292 (23292)
Purchase of oonmmon stock - stock awards - - (5,453) - - - (5,453)
Change in unearmned compensation - 234 1,539 - - - 1,773
Minarity interest adjustment - (142) - - - - (142)
Balance at Deocember 31, 2001 77 74,146 (11,101) 80,657 18,836 (23,292) 139323
Comprehensive incame (Joss):
Net income - - - 1,769 - - 1,769
Changg in net unrealized gain on
securities available for sale, net
of reclassification adjustmert and
tax effects - - - - (13,204) - (13,294)
Total comprehensive loss (11,525)
Cash dividends paid (80.48 per share) - . - 2,737) . @.737)
Treasury stock purchased - - - - - (6,989) (6,989
Reissuance of treasury stock under stock
option plan (6,907 shares) - - - @) - 123 116
Change in uneamed compensation - 486 1,566 - - - 2,052
Balance at Decarrber 31, 2002 $ 77 % 74632 § 9535) $ 79682 § 5,542 $ (30,158) $ 120,240

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2002, 2001 and 2000

2002 2001 2000
(In thousands)
Cash flows from operating activities:
Net income $ 1,769 $ 8,911 $ 4,582
Adjustments to reconcile net income to net cash
provided by operating activities:
Provision for loan losses 6,180 7,175 3,170
Net amortizaton of securities 1,103 270 206
Charitable contribution in the form of equity
securities - - 5,684
Depreciation and amortization expense 2,414 2,081 1,668
Amortization of goodwill and other intangibles 654 827 549
Management rewards plan expense 1,165 1,000 -
Employee stock ownership plan expense 887 773 575
Gain on curtailment of defined benefit pension plan, net - 2,173 -
Gain on sales and dispositions of securities, net (15,143) (268) (423)
Loss on impairment of securities 673 - -
Loss on sale/writedown of foreclosed real estate, net 500 - 86
Loss on impairment of securities 1,262 - -
Loss on sale of equipment - 35 18
Loss on sale of loans 10,702 - -
Deferred income tax provision (benefit) (431) 608 (2,785)
Net change in loans held for sale 2,540 (2,540) -
Undistributed minority interest (685) (119) -
Changes in operating assets and liabilities:
Accrued interest receivable and other assets 5,372 1,899 (9,491)
Accrued expenses and other liabilities 578 (2,929) (1,625)
Net cash provided by operating activities 19,540 19,896 2,214
Cash flows from investing activities:
Activity in available-for-sale securities:
Sales 28,255 3,965 32,854
Maturities 68,232 26,577 41,238
Principal payments 30,096 19,685 10,263
Purchases (201,258) (56,890) (87,029)
Activity in held-to-maturity securities:
Maturities ' 16,374 12,982 11,076
Principal payments 29,132 22,187 11,294
Purchases (56,812) (36,175) (37,583)
Purchase of FHLB stock 413) (1,376) (1,808)
Loan originations and purchases, net of
principal payments (8,616) (13,176) (121,101)
Additions to premises and equipment (1,468) (2,344) (2,528)

(continued)

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
CONSCLIDATED STATEMENTS OF CASH FLOWS (CONCLUDED)
Years Ended December 31, 2602, 2001 and 2000

2002 2001 2000
(In thousands)
Proceeds from sales of loans 66,400 - -
Proceeds from sales of foreclosed real estate - 76 164
Proceeds from sale of equipment - 20 3
Loan te fund employee stock ownership plan - - (7,701)
Payment for purchase of EastPoint Technologies, LLC - (4,700) -
Net cash used in investing activities {30,078) (29,169) (150,858)
Cash flows from financing activities:
Net increase in deposits 39,631 14,638 48,827
Net (decrease) increase in securities sold under
agreements to repurchase {1,190) (140) 910
Proceeds from Federal Home Loan Bank advances 120,172 152,000 140,000
Repayments of Federal Home Loan Bank advances {121,134) (119,421) (97,542
Increase {decrease) in loans sold with recourse 1,201 (7,740) 7,740
Treasury stock purchased (6,989) (23,292) -
Proceeds from reissuance of treasury stock 116 - -
Purchase of common stock in connection with restricted
stock awards under stock based incentive plan - (5,453) -
Net proceeds from initial public offering - - 68,386
Cash dividends paid (2,737) (2,808) (707)
Net cash provided by financing activities 29,070 7,784 167,614
Net change in cash and cash equivalents 18,532 (1,489) 18,970
Cash and cash equivalents at beginning of year 42,123 43,612 24,642
Cash and cash equivalents at end of year $ 60,655 $ 42,123 $ 43,612
Supplemental cash flow information:
Interest paid on deposits 3 17,835 $ 26,746 5 27,603
Interest paid on borrowed funds 6,856 6,719 5,610
Income taxes paid, net 3,019 2,882 6,314
Transfers from loans to foreclosed real estate 2,000 26 80

The accompanying notes are an integral part of these consolidated financial statements.
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BERKSHIRE HELLS BANCORP, INC, AND SUBSIDIARIES
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2002, 2001 and 2000

1. SUMMARY OF SIGNIFECANT ACCOUNTING POLICIES

Basis of presentation and consolidation

Berkshire Hills Bancorp, Inc. (the “Company”) is a Delaware corporation and the holding company for Berkshire Bank (the
“Bank™), a state-chartered savings bank headquartered in Pittsfield, Massachuseits. These consolidated financial statements
include the accounts of Berkshire Hills Bancorp, Inc. and its wholly-owned subsidianes, Berkshire Bank, Berkshire Hills Funding
Corporation, and Berkshire Hills Technology, Inc., which was formed during 2001 for the purpose of acquiring a controlling
interest in EastPoint Technologies, LLC. The Bank’s wholly-owned subsidiaries are North Street Securities Corporation, Gold
Leaf Insurance Company, Gold Leaf Investment Services, and Woodland Securities Corporation, Inc. North Street Securities
Corporation and Woodland Securities Corporation, Inc. hold title to certain investment securities. Gold Leaf Insurance Company
and Gold Leaf Investment Services were formed in 2000 and offer insurance and investment products to customers. Berkshire
Hills Funding Corporation was established and funded to loan funds to the Bank’s Employee Stock Ownership Plan. During
2001, the Bank established a majority owned subsidiary, Gold Leaf Capital Corporation, which holds real estate mortgages. All
significant intercompany balances and transactions have been eliminated in consolidation.

On June 29, 2001, the Company, through its wholly-owned subsidiary, Berkshire Hills Technology, Inc., purchased a controliing
interest in EastPoint Technologies, LLC, (“EastPoint”) which on the same date acquired all of the domestic operations and service
contracts of M&I EastPoint Technology, Inc, Bedford, New Hampshire, a software and data pracessing provider for financial
institutions, as well as substantially all of the operations and service contracts of Preferred Financial Systems, Inc., Arden Hills,
Minnesota, a data processing service provider which utilized the EastPoint Technology, Inc. software. The Company’s equity
interest in EastPoint at December 31, 2002 and 2001 is 60.3% and represents a total investment of $4.7 million. During 2001 the
Company’s ownership percentage decreased from 93.6% to 60.3% as other investor financial institutions obtained regulatory
approval to invest in EastPoint Technologies, LLC. The change in ownership percentage is shown as an adjustment to additional
paid-in capital. This acquisition was accounted for under the purchase method of accounting.

On June 27, 20090, Berkshire Hills Bancorp, Inc. acquired the Bank. Prior to that time, Berkshire Bancorp existed as a mutual
holding company and owned all of the outstanding capital stock of Berkshire Bank. After the conversion on June 27, 2000,
Berkshire Bancorp ceased to exist. In connection with the conversion, the Company issued an aggregate of 7,673,761 shares of
its common stock of which 7,105,334 shares were sold at a purchase price of $10 per share at that time, and 568,427 shares of
stock were donated to Berkshire Hills Foundation, a charitable foundation established by the Company. The net proceeds, after
offering expenses of $2.6 million, resulting from the offering totaled $68.4 million.

Business

The Company provides a variety of financial services to individuals, municipalities and businesses through its offices in Berkshire
County. Its primary deposit products are savings, checking accounts and term certificate accounts and its primary lending
products are residential and commercial mortgage loans, commercial lcans and automobile loans. In addition, trust services and
insurance products are offered to individuals and small businesses in the Berkshire County area.

Use of estimates

In preparing consolidated financial statements in conformity with accounting principles generally accepted in the United States of
America, management is required to make estimates and assumptions that affect the reported amounts of assets and liabilities as
of the date of the consolidated balance sheet and reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. Material estimates that are particularly susceptible to significant change in the near term
relate to the determination of the allowance for loan losses and deferred taxes.
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BERKSHIRE HILLS BANCORP, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Reclassifications

Certain amounts in the 2001 and 2000 consolidated financial statements have been reclassified to conform to the 2002
presentation.

Cash and cash eguivalents

For purposes of the consolidated statements of cash flows, cash and cash equivalents include cash, balances due from banks and
short-term investments, all of which mature within ninety days.

Sthort-tersm investments

Short-term investments mature within ninety days and are carried at cost, which approximates fair value.

Securities

Debt securities that management has the positive intent and ability to hold to maturity are classified as “held to maturity” and
recorded at amortized cost. Securities not classified as held te maturity, including equity securities with readily determinable fair

values, are classified as “available for sale” and recorded at fair value, with unrealized gains and losses excluded from earnings
and reported in other comprehensive income.

Purchase premiums and discounts are recognized in interest income using the interest method over the terms of the securities.
Declines in the fair value of held-to-maturity and available-for-sale securities below their cost that are deemed to be other than
temporary are reflected in earnings as realized losses. In estimating other-than-temporary impairment losses, management
considers independent price quotations and the financial condition of the issuer. Gains and losses on the sale of securities are
recorded on the trade date and are determined using the specific identification method.

Federal Home Loan Bank of Boston (“FHLB”) stock is reflected at cost. Savings Bank Life Insurance Company of

Massachusetts (“SBLI") stock was recorded at fair value at acquisition as determined by an appraisal performed by independent
investment consultants retained by SBLI.

Loans

The Bank grants mortgage, commercial and consumer loans to customers. A substantial portion of the loan portfolio is
represented by mortgage loans in Berkshire County. The ability of the Bank’s debtors to honor their contracts is dependent upon
the local economy and the local real estate market.

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generally are
reported at their cutstanding unpaid principal balances adjusted for charge-offs, the allowance for loan losses, and any deferred
fees or costs on originated loans. Interest income is accrued on the unpaid principal balance. Loan origination fees, net of certain
direct origination costs, are deferred and recognized as an adjustment of the related loan yield using the interest method.

Interest on loans, excluding automobile loans, is generally not accrued on loans which are ninety days or more past due unless the
loan is well secured znd in the process of collection. Past due status is based on contractual terms of the loan. Automebile loans
continue accruing to one hundred and twenty days delinquent at which time they are charged off, unless the customer is in
bankruptcy proceedings. All interest accrued but not collected for loans that are placed on non-accrual or charged off is reversed
against interest income. The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying
for return 1o accrual. Loans are returned to accrual status when all the principal and interest amounts contractually due are
brought current and future payments are reasonably assured.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans (concluded)

A loan is considered impaired when, based on current information and events, it is probable that a creditor will be unable to
collect the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement.
Impaired loans are generally maintained on a non-accrual basis. Impairment is measured on a loan by loan basis by either the
present value of expected future cash flows discounted at the loan’s effective interest rate, or the fair value of the collateral if the
loan is collateral dependent. Substantially all of the Bank’s loans which have been identified as impaired have been measured by
the fair value of existing collateral.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Company does
not separately identify individual consumer loans or residential mortgage loans for impairment disclosures.

Allowance for loan losses

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses charged to
earnings. Loan losses are charged against the allowance when management believes the uncollectibility of a loan balance is
confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of
the collectibility of the loans in light of historical experience, the nature and volume of the loan porifolio, adverse situations that
may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic conditions. This
evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more information becomes
available.

The allowance consists of specific, general and unallocated components. The specific component relates to loans that are
classified as either doubtful, substandard or special mention. For such loans that are also classified as impaired, an allowance is
established when the discounted cash flows (or collateral value or observable market price) of the impaired loan is lower than the
carrying value of that loan. The general component covers non-classified loans and is based on historical loss experience adjusted
for qualitative factors. Anunallocated component is maintained to cover uncertainties that could affect management’s estimate of
probable losses. The unallocated component of the allowance reflects the margin of imprecision inherent in the underlying
assumptions used in the methodologies for estimating allocated and general losses in the portfolio.

Loans held for sale

Loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated fair value in the
aggregate. Net unrealized losses, if any, are recognized through a valuation allowance by charges to income.

Foreclosed and repossessed assets

Assets acquired through, or in lieu of, loan foreclosure or repossession are held for sale and are initially recorded at the lower of
the investment in the loan or fair value less estimated cost to sell at the date of foreclosure or repossession, establishing a new cost
basis. Subsequently, valuations are periodically performed by management and the asseis are carried at the lower of carrying
amount or fair value less cost to sell. Revenue and expenses from operations and changes in the valuation allowance are included
in net expenses from foreclosed real estate and repossessed assets.

Premises and equipment

Land is carried at cost. Buildings and improvements and equipment are carried at cost, less accumulated depreciation and
amortization computed on the straight-line method over the estimated useful lives of the assets or terms of the leases, if shorter.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Goodwill and other intangibles

Goodwill and other intangibles includes goodwill associated with the acquisition of EastPoint which is evaluated for impairment
on an annual basis. Intangible assets refer to customer relationships acquired in association with the EastPoint Technologies
purchase, which are being amortized on a straight-line basis over three years, as well as the Company’s purchase of two branches
from another financial institution in 1991 and three branches in 1998. The branch acquisition costs are being amortized on a
straight-line basis over 15 years, respectively.

Securities sold under ggreements to repurchase

The Company enters inte repurchase agreements with commercial customers. The funds are invested in an overnight sweep
account and deposited back in customers’ accounts on a daily basis. These agreements are secured by pledged securities in the
Bank’s investment portfolio.

Transfers of financial assets

Transfers of financial assets are accounted for as sales, when conircl over the assets has been surrendered. Control over
transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company, (2) the transferee obtains
the right (free of conditions that constrain it from taking advantage of that right) to pledge or exchange the transferred assets, and

(3) the Company does not maintain effective control over the transferred assets through an agreement to repurchase them before
their maturity.

Income taxes

Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to the period in which the deferred
tax assets or liabilities are expected to be realized or settled. As changes in tax laws or rates are enacted, deferred tax assets and
liabilities are adjusted accordingly through the provisicn for income taxes. The Bank’s base amount of its federal income tax
reserve for loan losses is a permanent difference for which there is no recognition of a deferred tax liability. However, the loan

loss allowance maintained for financial reporting purposes is a temporary difference with allowable recognition of a related
deferred tax asset, if it is deemed realizable.

Pension plan

For the year ended December 31, 2000 compensation cost of an employee’s pension benefit is recognized on the net periodic

pension cost method aver the employee’s approximate service period. The aggregate cost method is utilized for funding
purposes.

The defined benefit pension plan was terminated during 2001.
Stock compensation plans

Statement of Financial Accounting Standards (SFAS) No. 123, “Accounting for Stock-Based Compensation,” encourages all
entities to adopt a fair value based method of accounting for employee stock compensation plans, whereby compensation cost is
measured at the grant date based on the value of the award and is recognized over the service period, which is usually the vesting
pericd. However, it also allows an entity to continue to measure compensation cost for those plans using the intrinsic value based
method of accounting prescribed by Accounting Principles Board Opinion (“*APB”) No. 25, “Accounting for Stock Issued to
Employees,” whereby compensation cost is the excess, if any, of the quoted market price of the stock at the grant date (or other
measurement date) cver the amount an employee must pay to acquire the stock. Stock options issued under the Company’s stock
option plan have nc intrinsic value at the grant date, and under Opinion No. 25 no compensation cost is recognized for them.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Stock compensation plans (concluded)

At December 31, 2002, the Company has a stock-based compensation plan, which is described more fully in Note 16. The
Company has elected to continue with the accounting methodology in Opinion No. 25 and, as a result, has provided pro forma
disclosures of net income and earnings per share, as if the fair value based method of accounting had been applied. The following

table illustrates the effect on net income and earnings per share if the Company had applied the fair value recognition provisions
of SFAS No. 123 to stock-based employee compensation.

Years Ended December 31,
2002 2001
(In thousands,

except per share data)

Net income, as reported $ 1,769 $ 8911
Deduct: Total stock-based employee compensation

expense determined under fair value based method

for all awards, net of related tax effects (329) (355)

Pro forma net income $ 1,445 $ 8,556

Eamings per share:

Basic-as reported S 033 3 1.42
Basic-pro forma 3 0.27 S 1.37
Diluted-as reported $ 0.30 $ 1.35
Diluted-pro forma 3 0.24 S 1.30

Empleyee stock ownership plan (“ESOP”)

Compensation expense is recognized as ESOP shares are committed to be released. Allocated and committed to be refeased ESOP
shares are considered outstanding for earnings per share calculations based on debt service payments. Other ESOP shares are
excluded from earnings per share calculations. Dividends declared on allocated ESOP shares are charged to retained eamnings.
Dividends declared on unallocated ESOP shares are used to satisfy debt service. The value of unearned shares to be allocated to
ESOP participants for future services not yet performed is reflected as a reduction of stockholders’ equity.

Stock awards

The fair market value of the stock awards, based on the market price at date of grant, is recorded as unearned compensation.
Uneamned compensation is amortized over the vesting period at 20% per year. Stock award shares are considered outstanding for

basic earnings per share in the pericd that they vest. Stock award shares not vested are considered in the caiculation of diluted
earnings per share.
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BERKSHIRE HILLS BANCORP, INC, AND SUBSIDIARIES
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Earnings per common share

Basic earnings per share represents incomre available to common stockholders divided by the weighted-average number of
common shares outstanding during the period. Diluted earnings per share reflects additional common shares that would have
been outstanding if dilutive potential common shares had been issued. Potential common shares that may be issued by the
Company related to outstanding stock awards and stock options, and are determined using the treasury stock method. Earnings

per share data is not presented in these financial statements for the year ended December 31, 2000 since shares of the Company
common stock were not issued until June 27, 2000.

Eamings per common share have been computed based upon the following:

Years Ended December 31,

2002 2001
Net incomse applicable to common stock (in thousands) $ 1,769 $ 8911
Average number of common shares outstanding 5,686 6,264
Effect of dilutive options 181 340
Average number of conmmon shares outstanding
used to calculate diluted eamings per common share 5,867 6,604

Advertising costs
Advertising costs are charged to earnings when incurred.

Trust assets

Trust assets held in a fiduciary or agent capacity are not included in the accompanying consolidated balance sheets because they
are not assets of the Company.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)

Comprehensive income

Accounting principles generally require that recognized revenue, expenses, gains and losses be included in netincome. Although
certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities, are reported as a

separate component of the equity section of the consolidated balance sheet, such items, along with net income, are components of
comprehensive income.

The components of other comprehensive income and related tax effects are as follows for the years ended December 31, 2002,
2001 and 2000:

2002 2001 2000
(In thousands)

Change in net unrealized holding gains/losses

on available-for-sale securities $ 6151) $ (1,237 5 3,768
Reclassification adjustment for gains

realized in income v (15,143) (268) (423)
Reclassification adjustment for impairment

losses recognized in income 673 - -
Net change in unrealized gains/losses (19,621) (1,505) 3,345
Taxeffects 6,327 517 (1,194)
Net-of-tax change $  (13,2%4) 3 (988) $ 2,151

Accounting changes

The Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets,” effective January 1, 2002. Accordingly, goodwill
is no longer subject to amortization over its estimated useful life, but is subject to at least an annual assessment for impairment by
applying a fair value based test. Additionally, under SFAS No. 142, acquired intangible assets (such as core deposit intangibles)
are separately recognized if the benefit of the intangible asset is obtained through contractual or other legal rights, or if the
intangible asset can be sold, transferred, licensed, rented, or exchanged, and amortized over their useful life. Branch acquisition
transactions were outside the scope of SFAS No. 142 and, accordingly, intangible assets related to such transactions continued to
amortize upon the adoption of SFAS No. 142. On October 31, 2002, the Company adopted SFAS No. 147, “Acquisitions of
Certzin Financial Institutions.” This Statement amends (except for transactions between two or more mutual enterprises) previous
interpretive guidance on the application of the purchase method of accounting to acquisitions of financial institutions, and requires
the application of SFAS No. 141, “Business Combinations” and SFAS No. 142 to branch acquisitions if such transactions meet
the definition of a business combination. This Statement amends SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets”, to include in its scope core deposit intangibles of financial institutions. Accordingly, such intangibles are
subject to a recoverability test based on undiscounted cash flows, and to the impairment recognition and measurement provisions
that are required for other long-lived assets that are held and used.

SFAS No. 141 requires that the Company evaluate its intangible assets and goodwill that were acquired in a prior purchase
business combination, and to make any necessary reclassifications in order to conform with the new criteria for recognition apart
from goodwill. No reclassifications or adjustments were made as a result of adopting this statement. As required by SFAS No.
142 the Company completed the annual impairment test on goodwill assets and has concluded that the amount of recorded
goodwill was not impaired as of December 31, 2002.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. RESTRICTIONS ON CASH AND AMOUNTS DUE FROM BANK

The Bank is required to maintain cash reserve balances with the Federal Reserve Bank based upon a percentage of certain
deposits. AtDecember 31, 2002 and 2001, cash and due from banks included $972,000 and $11,622,000, respectively, to satisfy
such reserve requirements.

3. SHORT-TERM INVESTMENTS

Short-term investments consist of the following at December 31, 2002 and 2001:

2002 2001
(In thousands)

Federal funds sold : $ 17,000 $ 12,000
FHLB Overnight deposits 1,397 7,471
BIF Liquidity Fund 25,000 -

$ 43,397 $ 19,471
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4.  SECURITIES

The amortized cost and estimated fair value of securities, with gross unrealized gains and losses, follows:

December 31, 2002

Gross Gross
Amortized Unrealized Unrealized Fair
Cost QGains Losses Value
(In thousands)
Securities Available for Sale
Debt securities:
U.S. Treasury and U.S.

Government agencies b 98,058 5 669 $ (8) $ 98719
Other bonds and obligations 31,284 564 (211) 31,637
Mortgage-backed securities:

FHLMC FNMA/GNM A 236 13 - 249

REMIC's and CMO's 16,201 128 (118) 16,211
Asset-backed securities 6,956 43 T(227) 6,772

Total debt securities 152,735 1,417 (564) 153,588
Marketable equity securities 11,132 8,526 (@) 19,581
Total securities
available for sale 3 163,867 S 9,943 3 (641) $ 173,169
Securities Held to Maturity
Debt securities:
Municipal bonds and obligations $ 7,633 3 - i) - 5 7,633
Mortgage-backed securities:

FHLIMC/FNMA 8,648 130 @) 8,771

REMICs and CMO's 21,139 46 (88) 21,097
Other bonds and obligations 6,847 - . - 6,847

Total securities
held to maturity $ 44,267 $ 176 S 95) $ 44348
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SECURITIES (continued)

Pecember 31, 2001

Gross Gross
Anortized Unrealized Unrealized Fair
Cost Gains Losses Value
(In thousands)
Securities Available for Sale
Debt securities:
U.S. Treasury and U.S.

Govermnment agencies $ 13,876 3 156 $ (15) 3 14,017
Other bonds and obligations 31,017 361 127) 31,251
Mortgage-backed securities:

FHLMC FNMA/GNMA 396 2 - 418

REMICs and CMO's 17,303 185 @7 17,461
Asset-backed securities 1,484 12 - 1,496

Total debt securities 64,076 736 (169) 64,643
Mutual funds 907 - (188) 719
Marketable equity securities 10,540 28,850 (346) 39,084
Total securities
available for sale 3 75,523 § 29626 S (703) $ 104,446
Securities Held to Maturity
Debt securities:
Municipal bonds and obligations $ 11,241 3 - S - $ 11,241
Mortgage-backed securities:
FHIMC/FNMA 3,358 62 @ 3413
REMICs and CMO's 18,664 137 (46) 18,755
Total securities
held to nmturity $ 33263 3 199 ) (53) S 33,409
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Within 1 year
Over | yearto 5 years
Gver 5 years to 10 years
QOver 10 years
Total bonds and obligations
Mortgage-backed and asset-backed
securities

Total debt securities

treasury tax and loan account.

BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SECURITIES (concluded)

The amortized cost and estimated fair value of debt securities by contractual maturity at December 31, 2002 is as follows.
Expected maturities will differ from contractual maturities because borrowers may have the right to call or prepay obligations
with or without call or prepayment penalties.

Available for Sale Held to Matunty
Amortized Fair Anprtized Fair
Cost Value Cost Value

(In thousands)

§ 33,168 $ 33207 $ 6339 $ 6339

92,715 93,739 3,280 3,280
1,153 1,153 1,543 1,543
2,306 2,197 3318 3,318

125,342 130,356 14,480 14,480

23,393 23232 29,787 29,868

$ 152,735 $ 153,588 $ 44207 $ 44348

At December 31, 2002 and 2001, the Company has pledged securities with an amortized cost of $6,032,000 and 35,807,000,
respectively, and a fair value of $6,185,000 and $5,882,000, respectively, as collateral for repurchase agreements, and for its

For the years ended December 31, 2002, 2001 and 2000, proceeds from the sales of securities available for sale amounted to
$28,255,000, $3,965,000 and $32,854,000, respectively. Gross realized gains amounted to $16,111,000, $440,000 and $458,000,
respectively. Gross realized losses amounted to $968,000, $172,000 and $35,000, respectively.
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5. LOANS

A summary of the balances of loans follows at December 31, 2002 and 2001:

2002 2001
{In thousands)

Cne- to four-family morigage 3 246,938 $ 240,852
Commercial mortgage 119,198 84,741
Multi-family mortgage 14,920 13,183
Construction and land development 17,627 22,936
Home equity lines of credit 40,713 34,439
Consumer 118,338 236,604
Commercial 165,447 170,230
Total loans 723,181 802,985
Allowance for loan losses (10,308} (11,034)
Unamortized discount on purchased loans {200) (203)
Net deferred loan costs 41 172
Loans, net 3 712,714 3 791,920

At December 31, 2002, no loans were held for sale. At December 31, 2001, one-to-four-family mortgage loans includes
$2,540,000 of loans which were held for sale.

An analysis of the allowance for loan losses for the years ended December 31, 2002, 2001 and 2000 follows:
2002 2001 2000
(In thousands)

Balance at beginning of year $ 11,034 $ 10,216 $ 8,534

Provision for loan losses 6,180 7,175 3,170
Loans charged-off (10,028) (7,062) (1,910)
Recoveries 3,122 705 422
Balance at end of year $ 10,308 $ 11,034 $ 10,216
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LOANS (concluded)

The following is a summary of information pertaining to impaired and non-accrual loans at December 31, 2002 and 2001:

2002 2001

(In thousands)

Impaired loans with no valuation allowance 3 727 3 778
Impaired loans with a valuation allowance 2,123 1,359
Total impaired loans $ 2,850 $ 2,137
Specific valuation allowance allocated to impaired loans s 295 $ 113
Non-accrual loans _ $ 3,741 3 2,702
Total loans past due ninety days or more and

still accruing $ 590 b 1,306

No additional funds are committed to be advanced in connection with impaired loans.

For the years ended December 31, 2002, 2001 and 2000, the average recorded investment in impaired loans amounted to
$2,308,000, $1,344,000 and $1,094,000, respectively. The Company recognized $85,000, $14,000 and $16,0C0, respectively, of

interest income on impaired loans, during the period that they were impaired, on the cash basis.

The Bank has sold loans in the secondary market and has retained the servicing responsibility and receives fees for the services
provided. Mortgage loans sold and serviced for others amounted to $3,702,000 and $4,520,000 at December 31, 2002 and 2001,
respectively. Consumer loans sold and serviced for others amounted to $19,476,000 and $40,694,000 at December 31,2002 and

2001, respectively.

Substantially all loans serviced for others were sold without recourse provisions and are not included in the accompanying
consolidated balance sheets. However, one commercial participation loan sale during 2002 included recourse provisions
amounting to $1,201,000 at December 31, 2002. This loan and the recourse provision are inciuded in the accompanying

consolidated balance sheet.
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6. PREMISES AND EQUIPMENT

A summary of the cost and accumulated depreciation and amortization of premises and equipment and their estimated useful lives
follows at December 31, 2002 and 2001:

Estimated
2002 2001 Useful Lives
(In thousands)
Banking premises:
Land b 1,558 5 1,558
Buildings and improvements 17,848 17,737 5-50 years
Equipment 10,948 9,601 2-38 years
Construction in process 203 193
30,557 29,089
Accumulated depreciation and
amortization (17,290) (14,876)
$ 13,267 $ 14,213

Construction in process in 2002 includes a renovation project at the West Stockbridge branch. Estimated costs to complete the
project are $17,000.

Construction in process in 2001 includes a computer conversion preject on the consumer loan system. During 2002, this project
was completed and costs were fransferred to the applicable categories.

Depreciation and amortization expense for the years ended December 31, 2002, 2001 and 2000 amount tc $2,414,000, $2,081,600
and $1,668,000, respectively.

-80-




BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
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7. OTHER ASSETS

Other assets consist of the following at December 31, 2002 and 2001:

2002 2001
(In thousands)

Prepaid dealer reserves $ 3,517 $ 8,594
Repossessed vehicles 838 2,549
Cash surmrender values, life insurance 4,952 4,525
Other 4,008 3,533

Total other assets 3 13,315 $ 19,201

8. GOODWILL AND OTHER INTANGIBLES

Goodwill and other intangibles includes goodwill associated with the acquisition of EastPoint Technologies, LLC which is
evaluated for impairment on an annual basis. Intangible assets refer to customer relationships acquired in association with the
EastPoint Technologies purchase, which are being amortized on a straight-line basis over three years, as well as the Company’s
purchase of two branches from another financial institution in 1991 and three branches in 1998. The branch acquisition costs are
currently being amortized on a straight-line basis over 15 years, respectively.

The changes in the carrying amounts of goodwill for the years ended December 31 are as follows:

2002 2001
(In thousands)

Balance at beginning of year $ 4,323 h) -
Goodwill acquired during the year - 4,551
Amortization - 228

Balance at end of year 3 4,323 S 4,323
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GOUCDWILL AND OTHER INTANGIBLES (conciuded)

A summary of other intangible assets at December 31 is as follows:

2002 2001
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
(In thousands)
Branch acquisition b 5,311 3 (2,151) 3 5,762 $ (1,700)
Customer relationships 304 (304) 507 (101)

$ 5615 $ (2455 S 6269 $ (1,801)

The amortization expense on other intangible assets amounted to $654,000 $599,00C and $549,000, respectively, for the years
ended December 31, 2002, 2001 and 2000. The estimated amortization expense for each of the five succeeding years is as
follows:

Years Ending

December 31, (In thousands)
2003 3 654
2004 598
2005 497
2006 497
2007 497

A reconciliation of reported income before income taxes to adjusted income before income taxes excluding the impacts of
goodwill amortization for the years ended December 31 are as follows:

2002 2001 2000
(In thousands)
Income before income taxes S 2,131 $ 13,260 S 6,942
Add: Goodwill amortization - 228 -
Adjustied income before income taxes 3 2,131 $ 13,032 3 6,942




9. DEPOSITS

BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Demand
NOW
Savings
Money market
Escrow
Total non-certificate accounts

Termcertificates less than $100,000
Term certificates of $100,000 or more

Total certificate accounts

Total deposits

A summary of deposit balances, by type, is as follows at December 31, 2002 and 2001:

2002 2001

(In thousands)

$ 87,149 b 82,758

92,245 80,970
157,852 150,836
114,309 110,199

616 729
452,171 425,492
194,635 198,668
135,554 118,569
330,189 317,237

$ 782360 $ 742,729

A summary of certificate accounts by maturity is as follows at December 31, 2002 and 2001:

Within 1 year
Over | yearto 3 years
Over 3 years

2001
Weighted Weighted
Average Average
Amount Rate Amount Rate
(Dollars in thousands)
$ 215199 3.07% $ 238270 4.49%
79,122 4.08 56,140 4.80
35,868 543 22,827 6.08
$ 330,189 4.67%

3.57% s 317,237
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10. FEDERAL HOME LOAN BANK ADVANCES

A summary of outstanding advances from the Federal Home Loan Bank of Boston, by maturity, is as follows at December 31,

2002 and 2001:

Fixed rate advances maturing:

2002
2002
2003
2003
2004
2004
2005
2006
2006
2007
2007
2009
2010
2010
2011
2013
2022

Total FHLB advances

2002 2001
Weighted Weighted
Average Average
Amount Rate Amount Rate
(Dollars in thousands)
3 - - % 3 60,000 2.84%
- - 1,484 = 6.13
62,000 1.76 5,000 5.32
- - 5,886 = 481
10,000 2.83 10,000 5.10
- - 1,917 = 6.45
12,597 * 3.02 - -
627 5.67 5,627 4.58
- - 629 = 6.50
9,600 4.74 4,000 5.95
- - 1,727 # 6.71
7,000 5.40 7,000 5.40
20,000 5.84 16,0600 5.74
- - 3,084 * 6.21
5,610 495 5,610 495
6,000 5.19 6,000 5.19
168 * 2.00 - -
$ 133,002 4.26%

3.27% $ 133,964

% Amortizing advances requiring monthly principal and interest payments.

AtDecember 31, 2002, certain FHLB advances are callable in the amounts of $42,000,000 and $5,000,000 during 2003 and 2004,

respectively.

The Bank maintains & line-of-credit with the Federal Home Loan Bank of Boston which carries interest at a rate that adjusts daily.

Berrowings under the line are limited to 2% of the Bank’s total assets. All borrowings from the Federal Home Loan Bank of
Boston are secured by a blanket lien on certain qualified collateral, defined principally as 75% of the carrying value of certain first
mortgage loans on owner-occupied residential property and 90% of the market value of U.S. Government and federal agency
securities pledged to the Federal Home Loan Bank. No amounts were outstanding under this line during 2002 and 2001.
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11, SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Securities sold under agreements to repurchase (“repurchase agreements”) are funds borrowed from customers on an overnight
basis that are secured by investment securities.

A summary of repurchase agreements is as follows for the years ended December 31, 2002 and 2001:

2002 2001
(Doliars in thousands)

Balance at yearend b 700 S 1,890
Fair value of securities underlying the

agreements at year end $ 2,542 5 2,312
Interest rate on year end balance 1.59% 1.74%
Average amount outstanding during year 3 1,349 M) 1,584
Maximumamount outstanding at

any month-end 3 1,830 $ 2,340
Weighted average interest rate during the year 1.72% 3.78%

The Bank also has a repurchase agreement line of credit with the Depositors Insurance Fund of up to $2,000,000 to be secured by
securities or other assets of the Bank. As of December 31, 2002 and 2001, there were no outstanding borrowings against this
agreement.

12. INCOME TAXES

Allocation of federal and state income taxes between current and deferred portions is as follows for the years ended December 31,
2002, 2001 and 2000:

2002 2001 2000
(In thousands)

Current tax provision:

Federal $ 644 $ 3,49 $ 4,024
State 149 245 1,121
793 3,741 5,145

Deferred tax provision (benefit):

Federal (340) 531 (1,822)
State (91) 77 (s61)
(431) 608 (2,383)

Change in valuation reserve - - (402)
$ 362 § 4349 $ 2,360
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INCOME TAXES (continued)

The reasons for the differences between the statutory federal income tax rate and the effective tax rates is summarized as follows
for the years ended December 31, 2002, 2001 and 2000:

2002 2001 2000

Statutory taxrate 34.0% 34.0% 34.0%
Increase (decrease) resulting from:

State taxes, net of federal tax benefit 1.8 1.6 53

Dividends received deduction (10.0) (1.9) 3.3)

Taxexenpt income .5 (1.0) (0.8)

Change in valuation reserve - - (5.8)

Other, net (1.3) 0.1 4.6
Effective taxrates 17.0% 32.8% 34.0%

The components of the net deferred tax (asset) liability are as follows at December 31, 2002 and 2001:

2002 2001
(In thousands)

Deferred tax liability:

Federal $ 3,418 $ 10,352
State 1,098 623
4516 10,975

Deferred tax asset:

Federal (5,332) (5,090)
State (1,369) (1,312)
6,701} (6,402)

Net deferred tax (asset) liability $ (2,185 S 4573
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INCOME TAXES (continued)

The tax effects of each type of income and expense item that give rise to deferred taxes are as follows at December 31, 2002 and
2001:

2002 2001
(In thousands)

Investments:
Net unrealized gain on securities

available for sale $ 3,760 $ 10,087
Other 164 653
Depreciation &) 16
Allowance for loan losses (3,999) (4,295)
Enployee benefit plans . (732) (736)
Charitable contribution carryover (1,219) {1,288)
Other (150 136
Net deferred tax (asset) liability S (2,185 3 4,573

A summary of the change in the net deferred tax (asset) liability is as follows for the years ended December 31, 2002, 2001 and
2000:

2002 2001 2000
{In thousands)

Balance at beginning of year $ 4573 $ 4482 $ 6,073
Deferred tax (benefit) provision (431) 608 (2,383)
Change in deferred tax effects of net unrealized

gains/losses on securities available for sale (6,327) 517) 1,194
Utilization of valuation reserve - - (402)

Balance at end of year (2,185) 3 4573 $ 4482
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INCOME TAXES (concluded)

A summary of the change in the valuation reserve applicable to the deferred tax assets is as follows for the year ended
December 31, 2000:

2000
(In thousands)

Balance at beginning of year $ 402
Benefits utilized by current year operations (402)
Change in future income assumptions -

Balance at end of year $ -

The valuation reserve at December 31, 1999 related primarily to a charitable contribution carryover, which was used in full by
December 31, 2000. There is a new contribution carryover at December 31, 2000, which expires in 2005. Management believes
that the deferred tax assets related to this contribution carryover and other deductible temporary differences will be realized. Asa
result, no valuation reserve has been established at December 31, 2002, December 31, 2001 or December 31, 2000.

The federal income tax reserve for loan losses at the Bank's base year is $844,000. If any portion of the reserve is used for
purposes other than to absorb the losses for which established, approximately 150% of the amount actually used (limited to the
amount of the reserve) would be subject to taxation in the fiscal year in which used. As the Bank intends to use the reserve only
to absorb loan losses, a deferred income tax liability of $346,000 has not been provided.

13. OFF-BALANCE SHEET ACTIVITIES

In the mormal course of business, there are outstanding commitments and contingencies which are not reflected in the
accompanying consolidated financial statements.

Credit related financial instruments
The Company is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing

needs of its customers. These financial instruments include commitments to extend credit and standby letters of credit. Such

commitments invelve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the
accompanying consoclidated balance sheets.
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OFF-BALANCE SHEET ACTIVITIES (continued)

Credit related financial instruments (concluded)

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument is
represented by the contractual amount of these commitments. The Company uses the same credit policies in making
commitments as it does for on-balance-sheet instruments. A summary of financial instruments outstanding whose contract
amounts represent credit risk is as follows at December 31, 2002 and 2001:

2002 2001
{In thousands)

Commitments to grant loans $ 30,815 $ 23,031
Unused funds on commercial lines-of-credit 47,500 46,059
Unadvanced funds on home equity and reddi-cash

lines of credit 42,671 38,909
Unadvanced funds on construction loans 19,161 8,659
Standby letters of credit 1,894 1,817

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any condition established in
the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.
The commitments for lines of credit may expire without being drawn upon. Therefore, the total commitment amounts do not
necessarily represent future cash requirements. The Company evaluates each customer’s credit worthiness on a case-by-case
basis. Funds to be disbursed for loans and home equity lines of credit are collateralized by real estate. Commercial lines of credit
are generally secured by business assets and securities. Reddi-cash lines of credit are unsecured.

Standby letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to a third

party. These letters of credit are primarily issued to support borrowing arrangements. The creditrisk involved in issuing letters
of credit is essentially the same as that involved in extending loan facilities to customers.
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OFF-BALANCE SHEET ACTIVITIES (continued)
Operating lease commitmernts

Pursuant to the terms of noncancelable lease agreements in effect at December 31, 2002, pertaining to banking premises and
equipment, future minimum rent commitments are as follows:

Years Ending
December 31, (In thousands)
2003 $ 450
2004 450
2005 404
2006 351
2007 351
Thereafter 1,789

¥ 3,795

The leases contain options to extend for periods up to twenty years. The cost of such rental options is not included above. Total
rent expense for the years ended December 31, 2002, 2001 and 2000 amounted to $391,000, $375,000 and $593,000,
respectively.

Employment and change in control agreements

The Company and the Bank have entered into employment agreements with certain senior executives that generally provide fora
specified minimum annual compensation, participation in stock benefit pians and the continuation of benefits currently received.
The original terms of the agreements are for three years and automatically extend unless either party gives notice to the contrary.
However, such agreements may be terminated for cause, as defined, without incurring any continuing obligations.

The Bank has also entered into change in control agreements with certain officers, all of whom are not covered by an employment
agreement. The change in control agreements generally provide a severance payment if the officer is terminated following a
“change in contrel,” as defined in the agreements.
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OFF-BALANCE SHEET ACTIVITIES (concluded)

Legal claims

Various legal claims also arise from time to time in the normal course of business which, in the opinion of management, will have
no material effect on the Company’s consolidated financial statements.

Contingency

In November 2002, the Bank received a “Notice of Intent to Assess” from the Commonwealth of Massachusetts Department of
Revenue (“DOR™) and, subsequently, in January 2003, received a “Notice of Assessment.” The notices indicate that the Bank
owes approximately $780,000 in additional state taxes and interest, for the tax year ended December 31, 2001, related to the
denial by the DOR of the Bank’s claim of a dividends received deduction for dividends received from the Bank’s real estate
investment trust (“REIT") subsidiary. There is no possible assessment relating to the December 31, 2002 return due to the loss
incurred by the Bank on a separate company basis.

The DOR contends that dividend distributions by the Bank’s subsidiary, Gold Leaf Capital Corp. (the “Subsidiary™) to the Bank
are fully taxable in Massachusetts. The Bank believes that the Massachusetts statute that provides for a dividends received
deduction equal to 95% of certain dividend distributions applies to the distributions made by the Subsidiary to the Bank,
Accordingly, no provision has been made in the Bank’s consolidated financial statements for the amounts assessed or additional
amounts that might be assessed in the future. The Bank has appealed the assessment and will pursue all available means to defend
its position. Assessed amounts ultimately paid, if any, would be deductible expenses for federal income tax purposes (see Note
23). The additionai liability, net of the federal benefit, would be $513,000.
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14. STOCKHOLDERS’ EQUITY

Minimum regulatory capital requirements

The Company {on a consolidated basis) and the Bank are subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s and the Bank’s
consclidated financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action,
the Company and the Bank must meet specific capital guidelines that involve quantitative measures of their assets, liabilities, and
certain off-balance-sheet items as calculated under regulatory accounting practices. The capital amounts and classification are
also subject to qualitative judgments by the regulators about components, risk weightings, and cther factors. Prompt corrective
action provisions are not applicable to savings and loan holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum amounts and
ratios (set forth in the following table) of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined)

and of Tier 1 capital {as defined) to average assets (as defined). Management believes, as of December 31, 2002 and 2001, that
the Bank met the capital adequacy requirements.

As of December 31, 2002, Berkshire Bank met the conditions to be classified as well capitalized under the regulatory framework
for prompt corrective action. To be categorized as well capitalized, an institution must maintzin minimum total risk-based, Tier 1
risk-based, and Tier 1 leverage ratios as set forth in the following tables. Management has determined to maintain capital levels

in an amount in excess of the regulatory requirements and in consideration of the amount of lower quality of sub-prime
automobile loans in the loan portfolic.
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STOCKHOLDERS’ EQUITY (centinued)

The Company’s and Bank’s actual capital amounts and ratios as of December 31, 2002 and 2001 are also presented in the table.

Decenber 31, 2002
Minimum
To Be Well
Minmum Capitalized Under
Capital Pronpt Corrective
Actual Requirerrent Action Provisions
Anount Ratio Anpunt Ratio Anpunt Ratio
(Dollars in thousands)
Total capital to risk
weighted assets:
Berkshire Hills Bancorp, Inc. $ 11823 1521% 5 623 80% NA NA
Berkshire Bank 104,256 13.55 61,544 80 $ 76929 10.0%
Tier 1 capttal to nsk
weighted assets:
Berkshire Hills Bancorp, Inc. 104,760 1347 31116 40 NA NA
Betkshire Bank 90,829 11.81 30,772 40 46,158 6.0
Tier 1 capital to average
assets:
Berkshire Hills Bancorp, Inc. 104,760 10.05 41,706 40 NA NA
Berishire Bank 90,829 878 41,3% 40 51,743 50
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STOCKHOCLDERS® EQUITY (concluded)

Minimum regulatory capital requirements {concluded)

Decenrber 31, 2001
Mmnirmum
To Be Well
Minimum Capitalized Under
Capital Pronpt Corrective
Actual Requirenent Action Provisions
Ampunt Ratio Anpunt Ratio Anpunt Ratio
(Dollars in thousands)
Total capital to risk
weighted assets:
Berkshire Hills Bancorp, Inc. $ 133240 1573% $ 67,749 8.0% WA NA
Berishire Bank 11,640 1338 66,749 80 5 8437 100%
Tier | capital to risk
weighted assets:
Berlshire Hills Bancorp, Inc. 109,895 1298 33874 40 NA NA
Berkshire Bank 88450 1060 33375 40 50,052 6.0
Tier 1 capital to average
assets:
Berkshire Hills Bancorp, Inc. 109,895 1.2 39,89 40 NA NA
Berishire Bank 83450 905 39,108 40 48 885 50

Common stock

On March 28, 2001, the Board of Directors approved a dividend reinvestment plan and authorized its implementation. The plan,
which is available to all shareholders of record of the Company’s common stock, permits the reinvestment of all cash dividends,
the deposit of shares for safekeeping and the sale and gifting of shares held under the plan. Common shares purchased pursuant
to this plan were 7,504 shares. All shares are purchased in open market transactions.

During 2001, the Company repurchased approximately 1,249,000 shares of outstanding common stock. The Company
announced in April of 2002 that its Board of Directors approved a fifth repurchase program for 312,516 shares or 5%, of its
outstanding common stock and at December 31, 2002, the Company had 172,416 shares remaining to be purchased in the latest
5% repurchase. During 2002 a total of approximately 315,000 shares were repurchased.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS (Continued)

i5. EMPLOYEE BENEFIT PLANS

Defined benefit pension plan

The Company terminated its defined benefit pension plan effective February 24, 2001. During the second quarter of 2001, the
Company recorded a loss of $168,000 from the curtailment of its defined benefit pension plan. The final plan settlement was
approved by the IRS in the fourth quarter. The settlement gain was $2,341,000.

Defined contribution pension plan

The Company has a qualified savings plan under Section 401(k) of the Internal Revenue Code. Each employee reaching the age
of 21 and having completed at least 1,000 hours of service in a twelve-month period, beginning with such employee’s date of
employment, automatically becomes a participant in the 401 (k) Plan. Employees may contribute a portion of their compensation
subject to certain limits based on federal tax laws. The Company made matching contributions which amounted to $640,000,
$528,000 and $237,000, respectively, for the years ended December 31, 2002, 2001 and 2000.

Supplemental executive retirement plan

The Company has a nonqualified supplemental executive retirement plan for the benefit of a certain senior executive. Benefits
generally commence no earlier than age sixty and continue for the life of the senior executive. As of December 31, 2002 and
2001, the Company has an accrued expense payable in the amount of $760,000, representing the present value of future payments
under the supplemental retirement plan. In some instances, the Company has also entered into split-doilar life insurance
agreements with senior executives to provide supplemental retirement benefits.

Incentive plan

The Company has an incentive plan (“the Plan”) whereby ail management and staff members are eligible to receive a bonus, tied
to performance. The structure of the Plan is to be reviewed on an annual basis by the Executive Committee. The Plan year end is
December 31. Incentive compensation expense for the years ended December 31,2002, 2001 and 2600 amounted to $620,000,
$600,000 and $874,000, respectively.

Other benefits

The Company has in the past offered its retirees optional medical insurance coverage. All participating retirees are required to
contribute in part to the cost of this coverage. The retiree medical plan was terminated on December 31, 1996. Any retiree
participating in the plan at that time will continue to be covered for life, however, no new retirees can participate in this plan. At
December 31, 2002 and 2001, the Company had an accrued liability in the amount of $487,000 and $535,000, respectively, for
payment of future premiums under this plan.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSQLIDATED FINANCIAL STATEMENTS (Continued)

16. STOCK-BASED INCENTIVE PLAN AND EMPLOYEE STOCK OWNERSHIP PLAN

Stock-based incentive plan

Stock options

Under the Company’s Stock-Based Incentive Plan, the Company may grant opiions o its directors, officers and employees for up
to 767,366 shares of common stock. Both incentive stock options and non-statutory stock options may be granted under the plan.
The exercise price of each option equals the market price of the Company’s stock on the date of grant and an option’s maximum
term is ten years. Options vest at 20% per year.

A summary of the status of the Company’s stock options for the years ended December 31, 2002 and 2001 are presented below:

2002 2001
Weighted Weighted
Average Average
Exercise Eeercise
Shares Price Shares Price
Fixed Cptions:
Cutstanding at beginning of year 767,366 $ 1675 - $ -
Granted - - 767,366 16.75
Bxercised (6,907 16.75 - -
Forfeited (159,611) 16.75 - -
Qutstandimg at end of year W $ 1675 _—76—7,—% 3 16.75
Cptions exercisable at year-end 146,573 $ 1675 - $ -
Weighted-average fair value of
options granted during the year $ - $ 344
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

STOCK-BASED INCENTIVE PLAN AND EMPLOYEE STOCK OWNERSHIP PLAN (continued)
Stock-based incentive plan (continued)
Stock options (concluded)

The fair value of each option grant is estimated on the date of grant using the Modified Roll Geske option-pricing model with the
following weighted-average assumptions:

Year Ended
December 31,
2001
Dividend yield 2.12%
Expected life in years 10 years
Expected volatility 18.01%
Risk-free interest rate 5.12%

No options were granted during the year ended December 31, 2002.

Information pertaining to options outstanding at December 31, 2002 and 2001 are as follows:

Years Ended December 31,

2002 2001
Number outstanding 600,848 767,366
Exercise price 3 16.75 h) 16.75
Weighted average remaining
contractual life 8.2 years 9.2 years
Number exercisable 146,573 -

Stock awards

Under the Company’s Stock-Based Incentive Plan, the Company may grant stock awards te its directors, officers and employees
for up to 306,950 shares of common stock. The Company applies APB Opinion No. 25 and related Interpretations in accounting
for stock awards. The stock awards vest at 20% per year. The fair market value of the stock allocations, based on the market
price at date of grant, is recorded as unearned compensation. Uneamed compensation is amortized over the periods to be
benefited. The Company recorded compensation cost related to the stock awards of approximately $1,165,000 and $1,000,000 in
2002 and 2001, respectively. No compensation expense was recorded in 2000 as the plan was approved in 2001.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

STOCK-BASED INCENTIVE PLAN AND EMPLOYEE STOCK OWNERSEIP PLAN (continued)
Stock-based incentive plan (concluded)
Stock awards (concluded)
A summary of the status of the Company’s stock awards is presented below:

Years Ended December 31,

2002 2001
Balance at beginning of year 306,945 -
Granted - 306,945
Cancelled (100,676) -
Balance at end of year 206,269 306,945
Fair value of stock awards granted during the year 3 - 3 17.76

Emplayee Stock Ownership Plan

The Company has established an Emiployee Stock Ownership Plan (the “ESOP™) for the benefit of each employee that has
reached the age of 21 and has completed at least 1,000 hours of service in the previous twelve-month period. As part of the
conversion, Berkshire Hills Funding Corporation provided a loan to the Berkshire Bank Employee Stock Ownership Plan Trust
which was used to purchase 8%, or 613,900 shares, of the Company’s outstanding stock in the open market. The loan bears
interest equal to 9.5% and provides for quarterly payments of interest and principal.

At December 31, 2002, the remaining principal balance is payable as follows:

Years Ending
December 31, (In thousands)
2003 3 269
2004 294
2005 325
2006 356
2007 392
Thereafter 4,886

§ 6,522
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS (Continued)

STOCK-BASED INCENTIVE PLAN AND EMPLOYEE STOCK OWNERSHIP PLAN (concluded)

Employee Stock Ownership Plan (concluded)

The Bank has committed to make contributions to the ESOP sufficient to support the debt service of the loan. The loan is secured
by the shares purchased which are held in a suspense account for allocation among the participants as the loan is paid. Total

compensation expense applicable to the ESOP amounted to $887,000 and $773,000 for the years ended December 31, 2002 and
2001, respectively.

Shares held by the ESOP include the following at December 31, 2002 and 2001:

2002 2001
Allocated 83,954 43,016
Committed to be allocated 37,853 40,938
Unallocated 492,093 529,946
613,900 613,900

Cash dividends received on allocated shares are allocated to participants and cash dividends received on shares held in suspense
are applied 1o repay the outstanding debt of the ESOP. The fair value of these shares was approximately $11,589,000 and
$12,431,000 at December 31, 2002 and 2001, respectively.

17. RELATED PARTY TRANSACTIONS

In the ordinary course of business, the Company has granted loans to directors and officers and their affiliates. All loans and
commitments included in such transactions were made on substantially the same terms, including interest rates and collateral, as
those prevailing at the time for comparable transactions with other persons. All loans to directors and officers of the Company
and their affiliates are performing in accordance with the contractual terms of the loans as of December 31, 2002.

An analysis of activity of such loans which aggregate more than $60,000 on an individual basis to directors and executive officers
of the Company and their affiliates is as follows:

Years Ended December 31,

2002 2001
{In thousands)
Balance at beginning of year $ 6,089 $ 3967
Additions 658 2,941
Repayments (1,007} (819)
Balance at end of year 3 5,740 3 6,089
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BERKSHIRE HILLS BANCCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

18, RESTRICTIONS ON DIVIDENDS, LOANS AND ADVANCES

Federal and state banking regulations place certain restrictions on dividends paid and loans or advances made by the Bank to the
Company. The total amount of dividends which may be paid at any date is generally limited to the retained earnings of the Bank,
and loans or advances are limited to 10% of the Bank'’s capital stock and surplus on a secured basis.

At December 31, 2002 and 2001, the Bank's retained earnings available for the payment of dividends was $61,544,000 and
$66,749,000, respectively, and funds available for loans or advances amounted to $10,426,000 and $11,164,000, respectively.

In addition, dividends paid by the Bank to the Company would be prohibited if the effect therecf would cause the Bank’s capital
to be reduced below applicable minimum regulatory capital requirements.

In conjunction with Massachusetts conversion regulations, the Bank established a liquidation account for eligible account hoiders
which at the time of conversion amounted to approximately $70 million. In the event of a liquidation of the Bank, the eligible
account holders will be entitled tc receive their pro-rata share of the net worth of the Bank prior to conversion. However, as

qualifying deposits are reduced, the liquidation account will also be reduced in an amount proportionate to the reduction in the
qualifying deposit accounts.

-100-




BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

19. FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of 2 financial instrument is the current amount that would be exchanged between willing parties, other than ina
forced liquidation. Fair value is best determined based upon quoted market prices. However, in many instances, there are no
quoted market prices for the Company’s various financial instruments. In cases where quoted market prices are not available, fair
values are based on estimates using present value or other valuation techniques. Those techniques are significantly affected by the
assumptions used, including the discount rate and estimates of future cash flows. Accordingly, the fair value estimates may not be
realized in an immediate settlement of the instrument. SFAS 107 excludes certain financial instruments and all nonfinancial

instruments from its disclosure requirements. Accordingly, the aggregate fair value amounts presented may not necessarily
represent the underlying fair value of the Company.

The following methods and assumptions were used by the Company in estimating fair value disclosures for financial instruments:
Cash and cash equivalents: The carrying amounts of these instruments approximate fair values.

Securities: Fair values for securities, excluding FHLB and SBLI stock, are based on quoted market prices, where available. If
quoted market prices are not available, fair values are based on quoted market prices of comparable instruments. The carrying
value of FHLB stock approximates fair value based on the redemption provisions of the Federal Home Loan Bank and SBLI

stock was recorded at fair value at acquisition as determined by an appraisal performed by independent investment consultants
retained by SBLL

Loans: For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values are based on
carrying values. Fair values for all other loans are estimated using discounted cash flow analyses, using interest rates currently
being offered for loans with similar terms to borrowers of similar credit quality.

Deposits: The fair values for non-certificate accounts and tax escrow are, by definition, equal to the amount payable on demand
at the reporting date which is their carrying amounts. Fair values for certificates of deposit are estimated using a discounted cash

flow calculation that applies interest rates currently being offered on certificates to a schedule of aggregated expected monthly
maturities on time deposits.

Federal Home Loan Bank advances. The fair values of Federal Home Loan Bank advances are estimated using discounted cash
flow analyses based on the Bank’s current incremental borrowing rates for similar types of borrowing arrangements.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

FAIR YALUE OF FINANCIAL INSTRUMENTS {(concluded)

Securities sold under agreements to repurchase: The carrying amount of repurchase agreements approximates fair value.
Repurchase agreements generally mature or “roll over” on a daily basis.

Accrued interest: The carrying amounts of accrued interest approximate fair value.
Off-balance-sheet instruments: Fair values for off-balance-sheet lending commitments are based on fees currently charged to
enter into similar agreements, taking into account the remaining terms of the agreements and the counterparties’ credit standing.

The fair values of off-balance sheet instruments are immaterial.

The carrying amounts and estimated fair values of the Company’s financial instruments are as follows at December 31,2002 and

2001:
2002 2001
Canrying Farr Carrying Fair
Armount Value Anmount Value
(In thousands)
Hinancial assets:
Cash and cash equivalents $ 60655 3 60655 S 4213 $ 41
Securities available for sale 173,169 173,169 104,446 104,446
Securities held to maturity - 44267 44348 33,263 33,409
Federal Home Loan Bank stock 7,440 7,440 7,027 7,027
Loans, net 712,714 725,000 791,920 800,669
Accrued interest receivable 5,125 5,125 5,873 5,873
Savings Bank Life Insurance stock 2,043 2,043 2,043 2,043
Finamcial lizhilities:

Deposits 782,360 759,325 742,729 748,615
Federal Home Loan Bank advances 133,002 146,258 133,964 137,748
Securities sold under agreenents

to repurchase 700 700 1,890 1,890
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20. CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY

BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

operations on June 27, 2000 is as follows:

Assets

Cash due from Berkshire Bank
Securities available for sale, at fair value
Securities held to maturity
[nvestment in common stock of Berkshire Bank
Investment in contnon stock of Berkshire Hills
Funding Corporation
Investment in common stock of Berkshire
Hills Technology, Inc.
Other assets

Total assets
Liabilities and Stockholders' Equity

Accounts payable
Stockholders' equity

Total liabilities and stockholders' equity
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CONDENSED BALANCE SHEETS

December 31,

Condensed financial information pertaining only to the parent company, Berkshire Hills Bancorp, Inc. which commenced

2002

2001

(In thousands)

$ 3,075 3 6,777
31 587

3,463 5,532
101,667 113,050
6,650 6,949

3,703 4,743

1,629 1,712

$ 120,258 $ 139,350
$ 18 $ 27
120,240 139,323

$ 120,258 $ 139,350




BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY (continued)

CONDENSED STATEMENTS OF INCOME

Incone:
Dividends fromBerkshire Bank
Dividends fromBerkshire Hills Funding Corporation
Interest on securities
Cther
Total income

Operating expenses:
Charitable contribution
Cther

Total operating expenses

Income (loss) before income taxes and equity in
undistributed mcome (loss) of subsidiaries
Applicable income tax provision (benefit)

Income (loss) before equity in undistributed
mcomne (foss) of subsidiaries

Equity in undistributed income (loss) of Berkshire Bank

Equity in undistributed income (loss) of Berkshire Hills
Funding Corporation

Equity in undistnibuted (foss) income of Berkshire Hills
Technology, Inc.

Net mcome

-104-

Years Ended December 31,
2002 2001 2000
{in thousands})

S 2375 $ 1465 $ 800
577 1,700 -

273 779 205

44 206 -

3,269 17,335 1,005

- - 5,684

405 459 72

405 459 5,756
2,364 16,876 {4,751)

80 138 (1,932)
2,784 16,738 (2,819)

284 (6,759) 7,082

{259) (1,071) 319
(1,040) 43 -

§ 1,769 S 8,911 3 4,582




BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

CONDENSED FINANCIAL STATEMENTS OF PARENT COMPANY (concluded)

CONDENSED STATEMENTS OF CASH FLOWS

Years Ended December 31,
2002 2001 2000
(In thousands)

Cash flows from operating activities:
Net income $ 1,769 $ 8,911 $ 4,582
Adjustments to reconcile net income
to net cash provided by operating activities:

Equity in undistributed (income) loss of Berkshire Bank (284) 6,799 (7,082)
Equity in undistributed loss (income) of Berkshire Hills
Funding Corporation 259 1,071 (319)
Equity in undistributed income of
Berkshire Hills Technology, Inc. 1,040 43) -
Charitable contribution in the form of Berkshire Hills
Bancorp, Inc. common stock - - 5,684
Deferred tax benefit - (310) (1,598)
Net accretion (amortization) of securities (4) 5 (10)
Other, net 499 591 (320)
Net cash provided by operating activities 3,279 17,024 937

Cash flows from investing activities:
Activity in available-for-sale securities:

Sales - 5,666 1,000
Maturities - 2,920 -
Principal payments 560 - -
Purchases - (4,623) (5,600)
Activity in held-to-maturity securities:
Maturities 1,932 12,553 1,950
Principal payments 169 135 25
Purchases (32) (8,838) (11,358)
Investment in Berkshire Bank - - (34,192)
Investment in Berkshire Hills Funding Corporation - - (7,701)
Investment in Berkshire Hills Technology, Inc. - (4,700) -
Net cash provided by (used in) investing activities 2,629 3,113 (55,876)

Cash flows from financing activities:

Proceeds from issuance of common stock - - 68,386
Proceeds from issuance of treasury stock 116 - -
Payments to acquire treasury stock (6,989) (23,292) -
Dividends paid (2,737) (2,808) (707)
Net cash (used in) provided by investing activities (9,610) (26,100) 67,679

Net change in cash and cash equivalents (3,702) (5,963) 12,740
Cash and cash equivalents at beginning of period 6,777 12,740 -
Cash and cash equivalents at end of period $ 3,075 $ 6,777 $ 12,740
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NQTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2]. SEGMENT REPORTING

The Company has one repertable segment, the Bank, and two operating segments, the Bank and Berkshire Hills Technology, Inc.
Each segment is described in Note 1 under business.

Information about reportable segments, and reconciliation of such information ¢o the consolidated financial statements as of and
for the years ended December 31, follows:

Berkshire Hills Consolidated
2002 Bank Technelogy, Inc. Totals
(In thousands)

Net interest income $ 64,128 $ - $ 64,128
Depreciation and anortization 1,813 601 2414
Provision for loan losses 6,180 - 6,180
Licensing fees - 6,991 6991
Minority mnterest - (685) (685)
Profit/loss 2,809 (1,040) 1,769
Assets 1,037,047 8,571 1,045,618
Egpenditures for additions

to premises and equipment 1,042 426 1,468
2001
Net interest income $ 75,796 $ - $ 75,796
Depreciation and amprtization 1,769 312 2,081
Provision for loan losses 7,175 - 7,175
Licensing fees - 3,465 3465
Minority mterest - (119) 119
Profit 8,868 43 8911
Assets 1,021,623 9,078 1,030,701
Egpenditures for additions

to premises and equipment 735 1,609 2,344

The accounting policies of the segments are the same as those described in the summary of significant accounting policies. The
Company evaluates performance based on profit or loss from operztions before income taxes not including nonrecurring gains or
losses.

The Company’s operating segments are strategic business units that offer different products and services. They are managed
separately because each segment appeals to different markets and, accordingly, requires different technology and marketing
strategies.
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BERKSHIRE HILLS BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEGMENT REPORTING (concluded)

The Company derives a majority of its revenues from interest income and licensing fees and the chief operating decision maker
relies primarily on net interest revenue and licensing fees to assess the performance of the segments and make decisions about
resources to be allocated to the segment. Therefore, the segments are reported using net interest income and licensing fees for the
years ended December 31. The Company does not allocate income taxes to the segments.

The Company does not have a single external customer from which it derives 10 percent or more of its revenues and operates in
one geographical area.

22. QUARTERLY DATA (UNAUDITED)

Quarterly results of operations for the years ended December 31, 2002 and 2001 are as follows:

2002 2001
Fourth Thid Second First Faxth Third Secxrd Furst
Quarter Quarter Quarter Quater Quarter Quarter Quarter Quarter
(In thousand, except per share data)
Interest and dividend nocne $ 14549 3 1909 $ 19264 § 16560 $ 18300 $ 190% 5 19264 § 1913%
Irdegest experse 5,547 8463 8751 6086 7233 8463 8751 9,113
Net inferest inooere 90 10633 10,513 10474 1,067 10633 10,513 10,023
Provision for loan losses (1) 2305 945 840 1,510 4550 45 840 &0
Other inoome 47328 3,606 1,447 2744 4420 3,606 1,447 1,110
Cperating experses (2) 17,869 9429 7374 9,226 8380 9429 7374 7,201
Provision (benefit) for
noceE taxes (255) 1,258 1,239 806. 838 1,258 1,239 1,014
Net inoorre (Joss) $ (6589 $ 2607 $ 257 % 166 % 1719 § 2607 $ 257 § 20W
Eamings per share:
Besic $ ©8) § 042 3 039 $ 03 §$§ 03 3 042 §$ 039 § 031
Dihsed 0.20) 040 037 028 028 040 037 030

Note: (1) The increase in the fourth quarter 2001 provision for loan losses is attributable to a more aggressive charge-off
policy for automobile loans.

(2) The increase in the fourth quarter operating expenses is primarily due to severance expenses, funding of the
retirement plan benefit for directors and the write down in value of repossessed automobiles.
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BERKSHIRE HILLS BANCORP, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Concluded)

23. SUBSEQUENT EVENTS

In January 2003, legisiation was proposed in Massachusetts which refroactively prohibits use of the 95% dividends received
deduction when the dividends are received from a REIT, effective for tax years beginning in 1999. On March 5, 2003, the
Governor of Massachusetts signed the legislation. As a result, the Company has ceased recording tax benefits associated with the
dividends received deduction effective for the 2003 tax year and accrued $513,000, representing the amount of tax benefits
realized by the Company through the dividends received deduction through the 2002 tax year. Such amount includes interest
assessed by the Massachusetts Department of Revenue through December 31, 2002. The Company intends to vigorously appeal
the retroactive nature of the provision.
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ITEM 9. CHANGE IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.

PART III

ITEM 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

For information concerning the directors of the Company, the information contained under the sections captioned
“Proposal I -- Election of Directors” in Berkshire Hills’ Proxy Statement for the 2003 Annual Meeting of Stockholders is
incorporated by reference. For information concemning officers of the Company, reference is made to Part [, Item 1 A,
“Business—Executive Officers of the Registrant” in this report. Reference is made to the cover page of this report and to the
section captioned “Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement for information regarding
compliance with Section 16(a) of the Exchange Act.

ITEM 11. EXECUTIVE COMPENSATION

The information contained under the sections captioned “Executive Compensation™ and “Directors Compensation” in the
Proxy Statement is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT AND RELATED STOCKHOLDER MATTERS

(a) Security Ownership of Certain Beneficial Owners

Information required by this item is incorporated herein by reference to the section captioned “Stock
Ownership” in the Proxy Statement.

(b) Security Ownership of Management

Information required by this item is incorporated herein by reference to the section captioned “Stock
Ownership” in the Proxy Statement.

(c) Management of Berkshire Hills knows of no arrangements, including any pledge by any person of securities of
Berkshire Hills, the operation of which may at a subsequent date result in a change in control of the registrant.

(d) Equity Compensation Plan Information:

Information required by this item is incorporated herein by reference to the section captioned “Proposal 2-
Approval of 2003 Equity Compensation Plan” in the Proxy statement.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this item is incorporated herein by reference to the section captioned "Transactions with
Management” in the Proxy Statement.
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PART IV

ITEM 14. CONTROLS AND PROCEDURES

@

(b)

Evaluation of disclosure controls and procedures. The Company maintains controls and procedures designed
to ensure that information required to be disclosed in the reports that the Company files or submits under the
Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods
specified in the rules and forms of the Securities and Exchange Commission. Based upon their evaluation of
those controls and procedures performed within 90 days of the filing date of this report, the chief executive
officer and the chief financial officer of the Company concluded that the Company’s disclosure controls and
procedures were adequate.

Changes in internal controls. The Company made no significant changes in its internal centrols or in other

factors that could significantly affect these controls subsequent to the date of the evaluation of those controls by
the chief executive officer.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON

FORM 8-K.

(2)

in Financial Statements
<28 Independent Auditors’ Report
&% Consolidated Balance Sheets as of December 31, 2002 and 2001
% Consolidated Statements of Income for the Years Ended December 31, 2002, 2001 and 2000

=  Consolidated Statements of Changes in Stockholders’ Equity for the Years Ended
December 31, 2002, 2001, and 2000

& Consolidated Statements of Cash Flows for the Years Ended December 31,2002, 2601, and
2000

N Notes to Consolidated Financial Statements
(2} Financial Statement Schedules

All financial statement schedules are omitted because they are not required or applicable. The
required information is shown in the consolidated financial statements or the notes thereto.
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Exhibits
31 Certificate of Incorporation of Berkshire Hills Bancorp, Inc.("

32 Bylaws of Berkshire Hills Bancorp, Inc.?!

4.0 Draft Stock Certificate of Berkshire Hills Bancorp, Inc.("

Employment Agreement between Berkshire Bank and Robert A. Wells®
Employment Agreement between Berkshire Hills Bancorp, Inc. and Robert A, Wells®
Employment Agreement between Berkshire Bank and Michael P. Daly™®
Employment Agreement between Berkshire Hills Bancorp, Inc. and Michael P. Daly®

Severance Agreement, dated October 16, 2002, by and among James A. Cunningham, Jr.,
Berkshire Hills Bancorp, Inc. and Berkshire Bank'¥

Severance Agreement, dated November 13, 2002, by and among Charles F. Plungis, Jr.,
Berkshire Hills Bancorp, Inc. and Berkshire Bank®

Severance Agreement, dated November 13, 2002, by and among Susan M. Santora,
Berkshire Hills Bancorp, Inc. and Berkshire Bank®

Change in Control Agreement between Berkshire Bank and Gayle P. Fawcett

10.9 Change in Control Agreement between Berkshire Hills Bancorp, Inc. and Gayle P. Fawcett
10.10 Form of Berkshire Bank Employee Severance Compensation Plan("

10.11  Form of Berkshire Bank Supplemental Executive Retirement Plan(”

10.12  Berkshire Hills Bancorp, Inc. 2001 Stock-Based Incentive Plan®®

11.0  Statement re: Computation of Per Share Earnings

21.0 Subsidiary Information is incorporated herein by reference to Part I, Item 1, “Business -
Subsidiary Activities”

23.0 Consent of Wolf & Company, P.C.

‘ 99.1 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S. C.
| Section 1350

) Incorporated herein by reference into this document from the Exhibits to Form S-1, Registration Statement and
amendments thereto, initially filed on March 10, 2000, Registration No. 333-32146

) Incorporated herein by reference into this document from the Exhibits to the Form 10-Q as filed on November
14, 2002

3) Incorporated herein by reference into this document from the Exhibits to the Form 10-K as filed on March 29,
2001

“) Incorporated herein by reference into this document from the Exhibits to the Form 8-K as filed on October 18,
2002

®) Incorporated herein by reference into this document from the appendix to the proxy statement as filed on

December 7, 2000




®

Reports on Form 8-K

On October 18, 2002, the Company filed 2 Form 8-K in which it announced under Item 5 that Michael
P. Daly, who previously served as Executive Vice President of the Company and the Bank, had been appointed to
serve as President, Chief Executive Officer and a Director of the Company and the Bank and that Lawrence A.
Bossidy had been appointed as Non-Executive Chairman of the Board of Directors of the Company. The 8-K
also indicated that the Company announced that James A. Cunningham, Jr. resigned as President, Chief Executive
Officer and a Director of the Company and the Bank, effective October 16, 2002. In connection with his
resignation, the Company, the Bank and Mr, Cunningham entered into a severance agreement 10 resolve the
obligation owed Mr. Cunningham under his existing employment agreements. The severance agreement and
press release announcing the appointments and Mr. Cunningham’s resignation were attached by exhibit.

On December 18, 2002, the Company filed a Form 8-K in which it announced under [tem 9 three
actions related to its long-term business strategy: (1) the sale of $69.7 millicn of its sub-prime indirect autcmobile
loan portfolic to Crescent Bank & Trust; (2) the intent to sell its current inventory of repossessed autemobiles at
wholesale; and (3) the restructuring of its investment portfolio and sale of equity securities. The press release
announcing these strategic actions was attached by exhibit.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Berkshire Hills Bancorp, Inc.

Date: March 17, 2003 By: /s/ Michael P. Daly
Michael P. Daly
President, Chief Executive Officer
and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Michaet P. Daly President, Chief Executive Officer March 17, 2003
Michael P. Daly and Director
(principal executive officer)

/s/ Wayne F. Patenaude Senior Vice President, Treasurer March 17, 2003
Wayne F. Patenaude and Chief Financial Officer

(principal accounting

and financial officer)

/s/ Robert A. Wells Chairman of the Board March 17, 2003
Robert A, Wells

/s/ Lawrence A. Bossidy Non-Executive Chairman March 17, 2003
Lawrence A. Bossidy

/s/ Thomas O. Andrews Director March 17, 2003
Thomas O. Andrews

/s/ Thomas R. Dawson, CPA Director March 17, 2003
Thomas R. Dawson, CPA

Director

A. Allen Gray

/s/ John Kittredge Director March 17, 2003
John Kittredge
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/s/ Peter J. Lafayette Director March 17, 2003
Peter J. Lafayette

/s/ Edward G. McCormick, Esq. Director March 17, 2003
Edward G. McCormick, Esg.

/s/ Catherine B. Miller Director March 17, 2003
Catherine B. Miller

/s/ Corydon L. Thurston Director March 17, 2003
Corydon L. Thurston

/s/ Ann H. Trabulsi Director March 17, 2003
Ann H, Trabulsi
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CERTIFICATION

I, Michael P. Daly, certify that:

I have reviewed this annual report on Form 10-K of Berkshire Hills Bancorp, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure

controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:

a. designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the pericd in which this annual report is being prepared;

b. evaluated the effectiveness of the registrani’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date™); and

c. presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and 1 have disclosed, based on our most recent evaluation, to the

registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the
equivalent function):

a. all significant deficiencies in the design or operation of the internal controls which could adversely
affect the registrant’s ability to record process, sumimnarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect intermal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

Date: March 17,2003 /s/ Michael P. Daly

Michael P. Daly
President and Chief Executive
Officer
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CERTIFICATION
I, Wayne F. Patenaude, certify that:

1. 1 have reviewed this annual report on Form 10-K of Berkshire Hills Bancorp, Inc.;

2, Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to
state 2 material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the pericds presented in this annual report;

4, The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we
have:

a. designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days pricr to the filing date of this annual report (the “Evaluation Date™); and

c. presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

S. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the
equivalent function):

a. all significant deficiencies in the design or operation of the internal controls which could adversely

affect the registrant’s ability to record process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

Date: March 17, 2003 /s/ Wayne F. Patenaude
Wayne F. Patenaude
Senior Vice President, Chief
Financial Officer and Treasurer
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CORPORATE

FFICES
Berkshire Flills Bancorp, Inc. -
PO. Box 1308 - |

Pittsfield, MA 01202-1308

Stock LisTIiNG
Berkshnre Hills Bancorp, Inc.
is traded on the American Stock
Exchange (“AMEX”) under the
symbol “BHL".

ANNuAL MEETING
The annual meeting of

,shareholders will be held
on May 1, 2003 at 10:00 a.m.
Eastern Tlme, at the Crowne
Plaza, One West Street,

Plttsﬁeld Massachusetts.

AUDITORS
Wolf & Company, P.C.
1500 Main Street .;
Sprmgﬁeld, MA 01115 |
Ovutsipe COUNSEL
Muldoon Murphy & |
Faucette LLP

5101 Wisconsin Avenue, NW
Washington, D.C. 20016 |

TRANSFER AGEN:T
AND REGISTRAR

Shareholders who wish to ‘

change the name, address, or
ownership of stock, report | lost
stock certificates, inquire about
the Dividend Reinvestment
Plan, or consolidate stock
accounts should contact:

Registrar and Transfer Company
10 Commerce Drive
Cranford, New Jersey 07016
800-866-1340

INvEsTOR INFORMATION

__and other investor information are available on our

" of the Company aqd its subsidiaries include, but are

Coples of the annual report, SEC filings, press releases,

Web site at www.berkshirebank.com or by contacting:

Investor Relations
Berkshire Hills Bancorp, Inc.

P’O Box 1308 ‘

Plttsﬁeld MA 01202-1308

l:mall rborotto@b erkshirebank.com

FORWARD*LOOKING STATEMENTS

Fnrward—lookillg statements, which are based on certain
assumptions and describe future plans, strategies, and
expectations of the Company, are generally identified

’ intend,”

by use of the words “believe,” “expect,”

” &«

“anticipate,” “estimate,” “project,” or other similar
expressions. Any statements contained herein
regarding future performance or events are based on
management’s best|estimates at this time and current
information. The Company’s ability to predict results

or the actual effects of its plans and strategies are

inherently uncertai;n. Accordingly, actual results may
differ materially from anticipated results. Factors that
could have a matenal adverse effect on the operations

not limited to, changes in market interest rates, general
reglonal and national economic conditions, legislation,
and regulation; chan ges in the monetary and fiscal
policies of the U.S. Government changes in the quality
or composition of the loan and investment portfolios;
changes in regulatmns and regulatory policy; changes
in deposit flows, competltlon, and demand for financial
services and loan, deposit, and investment products

in the Company’s local markets; changes in local real
estate values; chang&s in accounting principles and
gﬁide]ines; war or terrorist activities; and other
economic, competitive,

C

governmental, regulatory,

geopolitical and te hnological facfers a

Company’s SEC fi




Bercsm B

BaNCOrP

24 North Street

P.O. Box 1308

Pittsfield, MA 01202-1308

www.berkshirebank.com




